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TAX-EXEMPT FOUNDATIONS: THEIR IMPACT ON 
SMALL BUSINESS 


TUESDAY, JULY 21, 1964 

House of Representatives, 

Subcommittee No. 1 on Foundation of the 
Select Committee T o Conduct Studies and 
Investigations of tiie Problems of Small Business, 

W ashing ton, D.G. 

I he subcommittee met, pursuant to call, at 10:10 a.m., in room 1301, 
Longworth House Office Building, Hon. Wright Patman (chairman 
oi the subcommittee) presiding. 

Present: Representatives P&tman ? Roosevelt, and Harvey. 

Also present: Representative McCulloch of the full committee: 
H. A. Olsher, Director of Foundation Studies; John J. Williams, 

un 011 ^ ^ an< ^ Eugene Loohl, Assistant Minority Counsel. 

Ihe Chairman. The Committee will please come to order. 

This is the first session of hearings of Subcommittee No. 1 on the 
subject of the Federal Government’s supervision of tax exempt foun- 
dations and charitable trusts. 

This morning Mr. Evins, the Chairman of the whole Committee on 
femall Business and a member of this Subcommittee is unavoidably 
detained and cannot be here. 

Mr. Avery, of Kansas, is likewise detained, and is not here. 

We are glad to have the other members of the Committee, Mr. 
Roosevelt of California, and Mr. Harvey of Indiana. 

The foundation is a phenomenon which has “come of age” since 
1950. There was a time when a man’s status in his community was 
determined by the number of cars in his garage. Now, his position 
m the community is based on the number of foundations under his 
W11 ?g- Tins phenomenon packs a tremendous economic and political 
wallop which is felt in many areas of our economy. Despite the wide 
repercussions, the general public has only, in the past two years be- 
come aware of what is actually taking place. From the very begin- 
ning of our study, the deep interest of the public has been indicated by 
thousands of letters from all parts of the country and by the demand 
for printed copies of our findings, I predict that an informed public 
will make tax exempt foundations one of the most important issues 
of our time. 

. The continuing huge purchases of common stocks by foundations are 
signaling a change m the location of the economic power in this coun- 
try. This is a_ force that can affect the course of our national economy. 
Ihe power will, in reality, rest in the hands of a relatively small 
group — the foundation managers. 

1 
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background of the hearings 

Since 1962, the House Small Business Committee has been engaged 
in a fact-finding study of the impact of tax exempt foundations and 
charitable trusts on the nation’s economy— dealing m part with toun- 
dation-controlled enterprises in competition with taxpaying busmess- 

m The obiect of the study is to determine whether legislation is needed 
in order to provide effective supervisory controls over such organiza- 
tions The study— when it is completed— will provide a base o± in- 
formation on foundations that can be used to formulate positive con- 

^Information has been gathered from 546 foundations and chari- 
table trusts. To date, three reports have been transmitted by me to 
the Subcommittee under dates of December 31, 1962, Octobei 16, 196c , 
and March 20, 1964. The data which have been assembled in the re- 
ports present for the first time detailed information on the income, 
assets, expenditures, etc., of a substantial number of foundations. 
They permit the study of some important aspects of the foundation 
field which have hitherto been largely unexplored. 


EROSION OF THE TAX BASE 

Our study provides the Congress with numerous dramatic examples 
of the ever-increasing erosion of our tax base and the serious prob- 
lems this creates for tax policy. More and more, the cream is 
slipping out of our tax system as the great fortunes go into tax exempt 
foundations. Thus, the “skim milk” incomes of average hard-work- 
ing families must shoulder an increasing part of the tax burden, both 
Federal and State. 

DODGING ESTATE AND INCOME TAXES 

The trend to shift the wealth of America’s richest families into tax 
exempt foundations and trusts represents a gigantic loophole m our 
tax laws. Such organizations have been and are being used, m part, 
to avoid Federal estate taxes. Thus huge fortunes are kept from 
being returned to public use for channeling into our economy with- 
out limitations. j 

The late Secretary of the Treasury Mellon used a charitable founda- 
tion to avoid estate taxes on a multimillion dollar estate. Of more 
recent date, the Ford Foundation was used to reduce the taxable 
estates of Henry Ford and Edsel Ford and to avoid having to sell 
Ford Motor Company stock to the public in order to meet large estate 
taxes. Thus the Ford Foundation was given over 90 percent of the 
equity in the Ford Motor Company. „ , , , , 

So substantial parts of the great fortunes of those who have profited 
by the enormous expansion of American industry have found their 
way into tax exempt foundations. These foundations have already 
passed and will continue to pass — by right of inheritance to the con- 
trol of heirs or their trustees. This enables a few individuals to con- 
trol ever-increasing tax exempt wealth. 
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The progressive development of thousands of foundations through 
gifts of corporate stock illustrates the increasing flow of formerly 
taxable income into these cozy tax shelters. Stock acquisitions of the 
Charles Stewart Mott Foundation, Flint, Michigan, Edward E. Ford 
Foundation, New York City, W. Alton Jones Foundation, New York 
City, Phoebe Waterman Foundation, Inc., Philadelphia, Gulf 
Oil Foundation, Houston, and a host of others provide examples of 
how millions of dollars of formerly taxable income are now escaping 
taxation. 

LACK OS’ STATISTICS 


Treasury has shown no improvement in the matter of statistical data 
on foundations. 

In 1948, the Treasury Department estimated that there were about 

10,000 foundations in this country. The Senate Commerce Commit- 
tee— which was investigating the Textron Trusts— was of the opinion, 
however, that “nobody knows precisely how many such trusts exist.” 

In 1949, the report of the Senate Committee on Interstate and 
Foreign Commerce on the Textron Trusts, stated as follows : 

The committee staff engaged in research to obtain such information as was 
available concerning charitable trusts as related to Industrial enterprises, and 
were surprised to learn of the scarcity of information available to the public or to 
the Congress concerning such so-called charitable trusts * * * there is no agency 
which has been able to obtain comprehensive information concerning the extent 
of such tax avoidance and industrial investment, and the extent to which such 
use of trusts gives unfair competitive advantages in the manufacturing field. 

It is understood that there are many thousands of such trusts operating 
throughout the country and yet even the Treasury Department does not know 
the number or identity of all of the trusts and is ignorant of their financial 


maneuvering!*. 

Five years later, in 1954, the Reece Committee complained that it 
was unable to arrive at any accurate estimate of the number of founda- 
tions, their income, expenditures, and assets. 

At one point, Commissioner Caplin advised us that there were 12,29o 
tax exempt organizations filing Tax Return Form 990-A during 1952, 
and 45,124 such organizations filing Form 990-A during the year 1960. 
Additionally. Commissioner Caplm has informed us that 18,298 new 
“private” foundations were granted exemption during the years 1954 

through 1962. . . . 

But on May 16, 1963, Commissioner Caplm made a speech m 
Cleveland in which he said that there were “roughly 15,000 actual 


lUUiiuawuiiD. , , , 

Now, if we take the 1948 estimate of the Treasury Department— 

10.000 foundations— and add the 18,298 new foundations, which, ac- 
cording to Commissioner Caplin, were granted tax exemption during 
the years 1954 through 1962, we come up with a total of 28,298 founda- 
tions, not counting the unknown number of foundations that were 
granted exemption during the years 1949 through 1953. 

In all this, one very disquieting fact stands out : The Treasury De- 
partment has no more knowledge today, respecting the number of 
foundations in existence, than it had 15 years ago in 1948. Our 
findings indicate that there may be countless foundations m operation 
without the knowledge of the Treasury. In my view, an estimate of 

100.000 tax exempt foundations may be far more accurate than 45,000. 
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ASSETS HAVE REACHED MASSIVE PROPORTIONS 

Our study indicates that (1) tax exempt foundations have reached 
massive, undreamed of proportions, (2) Certain of them have ac- 
quired immense power and position m our economy, and (3) founda- 
tion-controlled enterprises possess the money and competitive ad- 
vantages to eliminate the small businessman. The following are 
among the statistics cited in support of these statements : 

• The 546 foundations under study had aggregate untaxed receipts, 
including contributions received, of over $7 billion during the period 
of 1951 through 1960. Hence, there was a withdrawal of $7 billion 
from the reach of the tax collectors for those taxable years. During 
the one year 1960, their total untaxed receipts were $1,044 billion as 
against $556 million in 1951. 

• In 1960, there were 7,213,000 families, including unattached indi- 
viduals, in the United States who had income of less than $2,000 be- 
fore taxes. Their aggregate income was $8,040 billion, or an average 
of $1,114.66 per family. Thus, the $1,044 billion received by the 546 
tax exempt foundations in 1960 was 13 percent of the aggregate in- 
come of 7,213,000 American families. In other words, the aggregate 
receipts of these 546 foundations were equal to the average incomes of 
937,000 American families in 1960. 

. * The $1-041 billion received by the 546 tax exempt foundations in 
1960 was substantially more — in fact, 17 percent more — than the 
$864,435,000 combined net operating earnings, after taxes, of the 50 
largest banks in the United States. 

• The 546 foundations had assets of no less than $10.3 billion at the 
end of 1960. 

• The financial condition of the 546 foundations, in general, was 
enviable. Aggregate net worth (total assets less liabilities) was no 
less than $9.8 billion at the end of 1960. 

At the close of 1960, the net worth of the 546 foundations — $9.8 bil- 
lion— was 20 percent greater than the $7.9 billion capital funds (cap- 
ital, surplus and undivided profits) of the Nation’s 50 biggest com- 
mercial banks. The net worth of these foundations was also 22 per- 
cent greater than the $7.7 billion invested capital (capital stock, sur- 
plus and retained earnings) of the Nation’s 50 largest merchandising 
firms. & 

• During the period of 1951 through 1960, the contributions, gifts, 
grants, scholarships, et cetera, paid out by the 546 foundations total 
over $3.4 billion, roughly 50 percent of their aggregate receipts of $7 
billion. They claimed expenses, including administrative and operat- 
ing expenses, of over $748 million, IOI /2 percent of the total receipts. 

•The 546 foundations had accumulated (unspent) income of $902 
million at the close of the last accounting period for which they sub- 
mitted data to the Committee (usually I960) , as against $271 million at 
the close of the first accounting period (usually 1951) for which thev 
provided information. J 

Nonfeasance on the part of Treasury oflicials has fostered tax-free 
commercial activities, violations of law and Treasury regulations, and 
tax avoidance through the device of foundations. Moreover, the De- 
partment s indefensible apathy and its archaic procedures have en- 
couraged certain owners of foundations to exploit their tax exempt 


Approved For Release 2004/04/08 : CIA-RDP67B00446R000300020094-4 



Approved For Release 2004/04/08 : CIA-RDP67B00446R000300020094-4 

1 AX-EXEMPT FOUNDATIONS: IMPACT ON SMALL BUSINESS 5 

status for personal gain and for the benefit of others with whom they 
are affiliated through stockholdings, joint stock trading accounts 
promotion, syndicates, and other financial relations and transac- 

heeo 0 n d graj # ng of Federal tax exemption to foundations has 

been a meie formality. The record proves that, as far as the Treas- 
ury is concerned, an organization becomes “charitable” by merely 
describing itself as such. Once the exemption has been granted, there 

nercent nf the wf °Vf ? foundat j on ’ s operations. No less than 55 
H ° 46 foundations examined by the Subcommittee failed to 
comply with certain Treasury regulations during one or more years. 

CONTROL OF BUSINESSES 

In the past two decades numerous business organizations have become 
affiliated with or merged into so-called charitable foundations. It is 
evident that control of our industrial and commercial enterprises is 
to an ever-increasing degree passing into the hands of tax exempt 
foundations through stock ownership. 1 

One hundred eleven of the 546 foundations under study owned 10 
percent or more of at least one class of stock in one or more of 263 

of f W l C iT?° rat i°u S 011 Doce ^ er 31 ’ 196 °- The stock ownership 
of those 111 foundations ranged from 10 percent to 100 percent, and 

included many wel -known companies such as Ford Motor Company, 

S™? ntlC and Pacific Tea Company, Eli Lilly and Company, 

Ssf Compa ” y ’ Dulte Po ™' Company ’ 

STOCK MARKET OPERATIONS 

- he P °/ i0d ° f i?5 1 , t ^. ougl1 196 .°> the 546 foundations showed 
fS i^ ain i, ° f ? vcr ^ 4 ' 4 bldlon - This figure suggests that many 
ioundations have become a vehicle for trading in securities and dodg-- 
. r g , tbe capital gams tax. Additionally, there is considerable evidence 
markeTcrSit ndatl ° nS haY6 operated as sources of unregulated stock 

activity by foundations— with huge, un taxed funds at their 
disposal poses some big questions in the light of the 1962 sharp 
reaks m the market. Were the 546 foundations under study net 
sellers or buyers? The Subcommittee will have the answer when its 
study is completed. 

What is the impact on small business? Basically, it is that sharp 
market declines such as that of 1962, work a hardship on many 
small companies. Lack of stock financing limits opportunities for 
sucn businesses and slows down their expansion plans. 

A REASSESSMENT IS NEEDED 

lax exemption for foundations needs reassessment in the light of 
ho present times. _ There is. every indication that many tax exempt 
chan table foundations are being used for purposes not related to char- 
i j. .1 he laws of the past are no longer effective. Congress could not 
envision the gigantic proportions that the foundation business would 
reach. 
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On behalf of the Subcommittee, I should like to welcome our first 
witness, The Honorable Douglas Dillon, Secretary of the Treasury. 

Mr. Dillon, I believe you have a prepared statement which you have 
furnished to us in advance, which we appreciate. You may proceed 
in your own way, sir. We are delighted to have you. 

TESTIMONY OE THE HONORABLE C. DOUGLAS DILLON, SECRETARY 

0E THE TREASURY 

Secretary Dillon. Thank you, Mr. Chairman. 

Mr. Chairman, I appreciate your invitation to testify before this 
Subcommittee on the important question of tax-exempt charitable 
foundations. As you know, these foundations play a very significant 
role in American life. Their effect is felt in all aspects of education, 
charity, science, medicine, the literary arts and religion. Each year 
substantial sums are contributed to foundations, and the foundations, 
in turn, make substantial, annual disbursements on which many peo- 
ple and institutions are vitally dependent. 

Because of the importance which we as a nation attach to private 
philanthropy, we have promoted it by generous provisions for tax 
exemption. This privilege applies to activities of foundations as well 
as to the tax deductions which are available to contributors to foun- 
dations. Because of this privilege it is healthy, indeed necessary, 
that the Congress and the Administration periodically re-examine 
those areas where tax exemption and tax deductions are provided. It 
is important to make sure that no one is abusing the privilege of tax 
exemption, and to put an end to such abuses as may be found. For 
example, study is necessary to determine whether any foundations 
have been the subject of a misuse which affords unintended or unde- 
sirable tax benefits to contributors and others; whether situations 
exist where the interests of the intended beneficiaries of charitable 
bounty have been unduly slighted in deference to the financial inter- 
ests of foundation contributors or those in control of foundations; 
whether some investment policies of certain foundations may have 
been geared more to the interests of controlling private parties than 
to the interests of charity; whether charity has received less than a 
full dollar of value for every dollar of tax deduction and tax exemp- 
tion; and whether any foundations have engaged in business activities 
to the detriment of their primary charitable concern, to the advantage 
of their contributors and managers, or to the disadvantage of com- 
peting private businesses operating without tax exemption. 

Both the Congress and the Treasury have studied these problem 
areas in the past. A major study resulted in important legislation in 
1950 when opportunities for self-dealing were restricted and the unre- 
lated business income of tax-exempt foundations was subjected to 
income tax. The Revenue Act of 1964 further restricted the oppor- 
tunities for self-dealing in the case of foundations seeking to_ quality 
for unlimited charitable contributions, and those organizations are 
now required to make substantial disbursements of their mcome and 

contributed assets. . . . . 

It is now 14 years since the major revisions of 1950 were adopted, 
and it is time to see whether the legislation of that period was ade- 
quate to the task of remedying the abuses it was designed to ©lum- 
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nate; whether the legislation needs strengthening, either from a policy 
or administrative point of view ; and whether other abuses have devel- 


UI tlUlilliUOl/A U Y O MVIXIU KSA. IIV'I J 1 “ _ - l 

oped since 1950 which require correction by legislative or administra- 
tive action. 

Both the Senate Finance Committee and the House Ways and Means 
Committee have requested that the Treasury Department prepare a 
report on this subject, and your Subcommittee has, of course, already 
issued reports calling attention to a number of possible problem areas. 
The Treasury began its current study of foundation problems m 1961. 
In its early stages the study proceeded with limitations imposed by 
the priorities given to the Revenue Act of 1962 and the Revenue Act 
of 1964. However, the study will be completed and our report sub- 
mitted by the end of this year. , _ . , , 

In conjunction with the Treasury’s study, m 1963 I appointed an 
Informal Advisory Committee on Foundations composed of reputable 
and responsible individuals who are associated with foundations on a 
full-time, professional basis, lawyers and accountants who have 
worked in the foundation area in their private practices, and a law 
professor who has been a scholarly observer of foundations and has 
written on the subject. The Committee has met on five occasions with 
Assistant Secretary Surrey, the Tax Legislative Counsel; and others 
from the Treasury and Internal Revenue Service. The purpose of 
these meetings was to canvass the views of knowledgeable people on 
the practices of taxpayers with respect to foundations, on the man- 
agement, investment and disbursement practices, of foundations, and 
on various alleged abuses and proposed remedies which have been 
discussed in this Subcommittee’s reports and elsewhere. The Treasury 
found these meetings valuable as a source of informed opinion, but 
our ultimate conclusions and recommendations will be based on all 
aspects of our studies and from evidence drawn from varied sources, 
including, of course, field studies by the Internal Revenue Service 
and data provided by this Subcommittee. 

This Subcommittee’s reports contain statistics gleaned from a study 
of several hundred foundations, includingtheir asset values, receipts, 
accumulations, and disbursements. The Treasury study will benefit 
from that information and from updated statistical data based upon 
an extensive survey of the information returns which foundations 
have filed on Form 990-A for the year 1962. It will also benefit from 
the responses to a questionnaire which we are sending to a number 
of foundations requesting additional statistics and information not 
available from existing sources. I would like at this point to submit 
for the record a copy of this questionnaire. 

(The questionnaire and covering letter appear as Exhibit 50, 
page 407.) . . 

Secretary Dillon. Information provided by The Foundation Di- 
rectory, published by the Russell Sage Foundation, is also being 
studied. Thus, to the extent available concrete facte and figures will 
provide the background material for the Treasury’s ultimate con- 
clusions and recommendations. 

Although policy considerations will be fundamental to the Treas- 
ury’s ultimate recommendations, and to the Congress’ ultimate judg- 
ments, each policy question carries with it technical aspects which are 
important to the overall statutory scheme, to equity and administrative 
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practicability. Treasury lawyers intend to study these technical mat- 
ters in conjunction with the staff of the Joint Committee on Internal 
Revenue Taxation so that the ultimate report will place each conclu- 
sion and recommendation in proper perspective, indicating its linkage 
with related provisions of law and other relevant considerations. 

As part of the Treasury’s general interest in the foundation area, 
and as Mr. Caplin will tell you in greater detail, the Internal Revenue 
Service has, in the last three years, stepped up its program for audit- 
ing exempt organization returns. Whereas only approximately 2,000 
exempt organization returns per year had been audited before, 
about 10,000 exempt organization returns were examined in fiscal year 
1961. This should bring about more widespread and fuller compli- 
ance with existing provisions of law. It will also help us to form 
judgments as to which abuses can be corrected by the vigorous enforce- 
ment of existing law and which require new legislation. In order to 
provide more meaningful information and to bring to light areas of 
possible concern, the information return required of foundations was 
modified recently and is undergoing continued re-evaluation. 

I would like to also submit for the record a description of the changes 
that we have made in the Form 990-A during 1962 and 1963, and also 
the new change in Form 1023. 

The Chairman. The statements you have with your testimony may 
be made a part of the record, sir. 

(The document appears as Exhibit 51, page 411.) 

secretary Dillon. Thank you, Mr. Chairman. 

The scope of existing law is also being determined in litigation. Ap- 
propriate cases are being diligently litigated by the Office of the Chief 
Counsel of the Internal Revenue Service and by the Tax Division of the 
Justice Department. Court decisions are helping to mark off those 
areas where vigorous enforcement of existing law will carry out the 
Congressional objectives from those where new action by the Congress 
may be necessary. Such litigation tests some of the judgments made in 
1950 in light of the years of experience which have passed since then. 

A vigorous litigation policy is a continuous necessity if the effects of 
legislation are to be reviewed on an empirical basis". This Adminis- 
tration has pursued such a policy where warranted. 

Both the administrative and litigation experience since 1950 will 
shed light on the propriety of the sanctions which the law now pro- 
vides, in cases of abuse and outright violation of law. The study will 
examine whether, in some cases, sanctions are inadequate or misdi- 
rected, and whether in other cases sanctions are so stringent and auto- 
matic that courts may be reluctant to hold them applicable. 

CONCLUSION 

Privately administered philanthropy has a vital, affirmative con- 
tribution to make to a dynamic, democratic society like ours. Ours is 
a pluralistic society composed of people and groups with diverse, 
competing interests and ideas; it is dependent on a free market place 
for these ideas and for qualified people to experiment with them. 
Foundations directed by private individuals, not by government, 
have made great contributions in education, in science, in medicine, 
and in fostering an environment for the creation of ideas, for their 
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debate, and for experiment and innovation. Government has con- 
tributed to this healthy environment in many ways, not the least of 
which is by providing tax benefits. This is a cost which the Congress 
has always considered worth incurring. It is essential, however, that 
the cost be a measured one — that abuses and inequitable tax advantages 
claimed under the shelter of provisions of law designed to aid philan- 
thropy bo ferreted out and eliminated. The 1950 amendments were 
expected to eliminate abuses and undesirable private benefit cases such 
as those involving self-dealing between a contributor and the founda- 
tion which he controls. To the extent that they may not have proved 
fully effective, they must be strengthened. _ The study now underway 
will explore this type of problem along with others. It is our hope 
that we will be able to devise recommendations which will eliminate 
abuses and make for efficient, even-handed administration — this with- 
out detracting- from the policy and provisions of law which encourage 
society’s realization of the true values of modem philanthropy. 

The Treasury’s study is proceeding with care and impartiality. 
Until it is concluded and our report is submitted to the competent 
legislative committees, it would be neither desirable nor proper for 
me to discuss in any detail particular issues or recommendations which 
may be under consideration. You may be sure, however, that all 
available data and views, including those set forth in this Subcom- 
mittee’s report, are being given our utmost attention. 

Thank you, Mr. Chairman. 

The Chairman. Thank you, Mr. Secretary. 

Before asking questions myself, I wonder if members of the Com- 
mittee would like to make a general statement ? 

Mr. Harvey, would you like to make a statement ? 

Mr. Harvey. Mr. Chairman, I think in this instance I would only 
like to make a general statement to the effect that I appreciate the 
fact that the Secretary and the Department have undertaken a study, 
a re-study, I probably should say, of the problem, and I certainly hope 
that a more equitable and a more direct supervision of our foundations 
will be a result. 

I want to say, first of all, on my own behalf, that I certainly am not 
opposed to foundations, and I know that a great many of them have 
rendered service in the fields which you Mr. Secretary, have indi- 
cated. Their justification certainly is adequately set forth in your 
statement, and I concur in it. 

I feel that that is, without attempting to speak for the rest of the 
members, I think there is a general concensus that the Committee it- 
self is not here necessarily just to try to pillory the foundations, but 
to try to help the executive branch to more carefully carry out the 
provisions of the law. 

Thank you, Mr. Chairman. 

The Chairman. Our investigation covers privately-controlled foun- 
dations. 

Mr. Roosevelt ? 

Mr. Roosevelt. Thank you, Mr. Chairman. Mr. Secretary, I agree 
with the statements you have made and equally with your summation. 
I concur that private foundations have made a very distinct contribu- 
tion in many fields to the progress of our civilization and of our na- 
tional life. 
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I would like it distinctly understood that even though considerable 
reports and even though in the Chairman’s statement itself there are 
certain foundations or individuals which are named, as of now I hope 
that this singling out of certain people will not be taken as an indica- 
tion of any particular fault or criticism of their actions. It may well 
be that what they have done is allowable by law and the law may be 
changed in view of the light of experience which has happened. 

But I think it would be going pretty far if they have done some- 
thing in a legal and allowable way, to criticize them for doing it if the 
law allows them to do it. 

But it is our job, if good public policy now determines that the law 
should be changed, to change the law, but. not at the price of holding 
them up to any adverse criticism, because I think this would be unfair 
all down the lme. 

On the other hand, where individuals or foundations have used 
their opportunities for private gain clearly beyond the law, that I 
think should be exposed and proper steps taken to see that, Number 
One, if it is punishable it is punished; and, Number Two, if it can be 
prevented, that it is prevented. 

I hope that this Committee will operate on that basis and in that 
spirit. 

I, for one, will be happy to cooperate with them. 

The Chairman. The ranking minority member of the Committee 
on Small Business, the Honorable William McCulloch, is with us 
this morning. 

W ould you like to make a statement, J udge McCulloch ? 

Mr. McCulloch. Yes, I would, Mr. Chairman. 

While I am not a member of this Subcommittee officially, I am 
pleased that I have the opportunity to sit in as my time will allow. 

Mr. Secretary, I am particularly impressed by that part in the 
body of your statement which begins with the third sentence in the 
second paragraph of your statement, as well as with your conclusion, 
in view of the fact that most of the foundations are good foundations, 
and have served a great cause in this country, I certainly hope that 
the commitment made both in the body of your statement as well as in 
the conclusion is implemented by both the administration and by the 
Congress so far as it is necessary. 

I certainly think that there is a time for a real objective study of this 
field, and I am sure that this Committee or any other Committee of 
the Congress which undertakes it will have the full cooperation of 
your department. 

(Discussion oil the record.) 

The Chairman. We have issued three reports as indicated. Has 
the Treasury found our studies, as reported in these reports, useful, 

Mr. Secretary? 

Secretary Dillon. Oh, I think indeed we have, and I would like to 
express the hope— I understand the Committee is still continuing with 
its work, because this is a complex and difficult and many-faceted sub- 
ject — that the Committee coulcl find it possible to complete its work bv 
the end of the year, so that all of its thinking and studies will be avail- 
able for the tax-writing committees, the Ways and Means Committee 
of the House in the first instance, when they consider this subject next 
year. 
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The Chairman. We have three reports, about a thousand pages in 
all. This is the first one, here is the second one, and the third one. 

I will state this, that our Committee is very proud of the fact that 
out of the thousands and tens of thousands of statements of fact and 
figures, not one fact has been challenged successfully. We are very 
proud of that. This is a tribute to our staff and Mr. Olsher, in par- 
ticular, who had charge of the work. 

I notice you state “10,000 organization returns were examined in 
fiscal year 1964.” By exempt organizations you are referring to all 
types of tax exempt organizations, not just foundations, is that 
correct ? 

Secretary Dillon. That is correct. 

The Chairman. Were those examinations field audits or desk ex- 
aminations ? 

Secretary Dillon. I would have to refer that to the Internal Rev- 
enue Service, Mr. Caplin and Mr. Harding, who will be here tomorrow. 

I do know they took some 3 to 4 days work on the average, so they 
were fairly complete audits, and I presume most of them were field 
audits, for that reason. 

The Chairman. How many foundations had field audits in fiscal 
year 1964? 

Secretary Dillon. You will have to ask Mr. Caplin that. 

The Chairman. You may bo interested in knowing that, by letter of 
February 28, 1964, Commissioner Caplin informed us that — of 546 
foundations under study by this Subcommittee — only “115 examina- 
tions were completed in 1963.” 

Last September Mr. Surrey informed me that this Subcommittee 
would have a report of Treasury recommendations “in a couple of 
months.” What has happened to that report, Mr. Dillon ? 

Secretary Dillon. We had originally thought we might be able 
to suggest some new legislation earlier, but we found that we were not 
able to do it. We have been consulting continually with the tax- 
writing committees, and they were not in a position to consider any 
such recommendations this year because they were otherwise fully 
engaged, and they asked us to push our study in greater depth and have 
it ready for the end of the year, so they could consider the matter next 
year. That is what we are doing. 

The Chairman. Our study indicates that a wide variety of assets — 
which formerly produced taxable income for the Treasury — are find- 
ing their way into tax-exempt foundations and thus escaping taxation. 
Such assets include securities, art, copyrights to music, movies, and 
theatrical production companies, among many. others. 

Are you concerned about this ever-increasing drift of wealth into 
such organizations, since it represents a shift of wealth which is erod- 
ing our tax base and increasing the tax burden for people who do pay 
taxes ? 

What measures do you propose for halting this erosion of our tax 
base, Mr. Dillon? 

Secretary Dillon. We haven’t so far proposed any measures, and I 
doubt if we will, to end the tax exempt privilege for private philan- 
thropy, because the Congress has always made it very clear that they 
wished to favor private philanthropy, including the area of founda- 
tions. In the 1950 law they did not accept the full sweep of the Treas- 
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ury recommendations, and, although they tightened up the statutory 
rules regarding foundations, they did so to a considerably lesser degree 
than had been recommended by the Treasury. 

We certainly feel that the definite desire of the majority of the Con- 
gress is to continue the tax-exempt privilege for private charity, 
including foundations, and as long as the foundations are operated 
properly, I don’t think we will make any recommendation to end 
their exemption. 

We do think the problem is one of curing abuses which may have 
developed, and we are sure some of them have. Your reports have 
pointed to some specific abuses, but we think there are a good many 
others that will develop as a result of our study. We would expect 
and hope that there would be a revision of the tax laws regarding 
foundations next year which would give the country confidence that 
there were no longer any opportunities for abuses in this field either 
in the form of self-dealing or in the form of unfair business competi- 
ti on which you are particul arly interested in. 

I think that area needs considerable study and clarification. In 
general, that has been our attitude. 

Generally, we have not felt that we should try to restrict the area of 
charitable contributions, either of the foundations or the thousands 
of other exempt organizations which can currently receive deductible 
contributions. 

The Chairman. I would like for you to answer specifically this one 
question 

Secretary Dillon. Yes. 

The Chairman (continuing). Which I believe you overlooked since 
I asked two at one time. This question is, are you concerned about 
this ever-increasing drift of wealth into such organizations, since it 
represents a shift of wealth which is eroding our tax base and increas- 
ing the tax burden for people who do pay taxes ? 

Secretary Dillon. No, I am not, Mr. Chairman, since income if it 
is properly used by these foundations is being used to support chari- 
table purposes that should be supported, and which, if not supported 
privately, probably would either have to be supported by the Govern- 
ment or abandoned. I think either of those would be something that 
we would not like to see. So I don’t think that we are concerned 
about this because of the erosion of the tax base, although it does mean 
that we have less money than we otherwise would have if these gifts 
to charity had not been made. 

The Chairman. Mr. Roosevelt wanted to ask a question. 

Mr. Roosevelt. Mr. Secretary, the Chairman’s question implies that 
there is a considerable additional income or gifts to foundations or 
charitable organizations. How does that increase compare to the 
general increase of the national income ? Do the figures show that it is 
a remarkable increase, because it would seem from what you have said 
that you would not be worried about it if a load was being taken off 
Government expense. 

Secretary Dillon. Yes. 

Mr. Roosevelt. Which this would take the place of, so that I gather 
your answer would be kind of a balance. _ But, on the other hand, I 
would be interested in knowing whether it is really as much out of bal- 
ance as is implied, considering the growth of general income in the 
country. 
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Secretary Dillon. I will have much better figures on that when we 
complete our statistical study, but my impression is that the growth o± 
assets of foundations has generally not been much greater, if any 
greater, than the growth of the gross national product, with the pos- 
sible exception of one very large foundation, the largest foundation— 
the Ford Foundation— which when it was created probably changed 
the statistics. But from after that and before that I have seen noth- 
ing to indicate that the growth in the assets of the foundations, i am 
not t alkin g about numbers of them, the total assets which is the tax 
base, is any larger than the growth in our gross national product. 

Mr. Roosevelt. It certainly would.be a field, Mr. Secretary, to get 
more specific figures on. Then I think it would be very helpful it 
we could have a summary somewhere as to your impression of where 
the results of these foundations have relieved the Federal Government 
of work which o therwise they would have to do. . 

Secretary Dillon. I would like to say one thing m connection with 
this. The Chairman is quite right in saying that the Treasury does 
not know how many foundations there are. Because of tlie growth 
of this area, I think that is knowledge that we should have, and we 
are in the process of acquiring it. . . , 

The reason that it was not originally available is that the original 
laws, in fact the present laws, do not classify foundations. as such. 
They talk about exempt organizations, and there are some 17 difler- 
ent categories of these. What was always done was all the exempt 
organizations w T ere kept in one area. They weren’t divided into their 

various types. , . , ,, T . 

Now with the advent of electronic data equipment the Internal 
Revenue Service is in the process of asking all exempt organizations, 
which are many hundreds of thousands, for statistical information 
which will enable classification into foundations, fraternal orders, 
religious orders, or whatever it is, and they intend to put all this 
information on a master electronic tape which will be kept tip to date 
currently so we will have that information. But that will not be 
completed for about a year. 

At that time, we should know fairly exactly how many foundations 
there are, and as new ones are formed we will have a running catalog 
of them, and will be able to check up on them as a separate group 
to the extent we or Congress or anyone else wishes to do, and I think 
that that is an important matter which is being now pushed vigorously. 

The Chairman. I would like to ask Mr. Olsher to continue. 

Mr. Olsiier. Let me give you a few examples of what is taking 
place. The development of thousands of foundation tax shelters 
through gifts of corporate stock has been treated at some length m 
our three reports to the Subcommittee. Stock acquisitions of the 
Charles Stewart Mott Foundation. Flint, Michigan, Edward E. Ford 
Foundation, New York City, W. Alton Jones Foundation, New York 
City, Phoebe Waterman Foundation, Philadelphia, Gulf Oil Founda- 
tion, Houston, and a host of others provide examples of how millions 
of dollars of formerly taxable income are now escaping taxation. 

Now let me give you a little additional information which did not 
appear’ in our printed reports because we lacked the information 
prior to publication date. . , _.. 

The Rodgers and Hammerstein Foundation, of New York City, was 
organized on May 29, 1952 by Richard Rodgers and Oscar Hammer- 

39-915— ‘84— g 
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stein, II. Its assets were nil at date of organization. The first assets 
acquired by the Foundation were copyrights in 1952. On September 
16, 1952 the donors, Richard Rodgers and Oscar Hammerstein II, each 
donated 50 percent of the copyright to a song, “There’s Music In You” 
valued at $40,000. From fiscal years ending April 30, 1953 through 
April 30, 1964 this copyright produced $20,449.48 tax free income for 
the Foundation. On October 21, 1952 Messrs Rodgers and Hammer- 
stein each contributed to the Foundation 50 percent of the copyright 
to a song, “Happy Christmas Little Friend” valued at $45,000. From 
fiscal years ending April 30, 1953 through April 30, 1964 this copy- 
right produced $27,825.29 tax free income for the Foundation. On 
January 7, 1960 Messrs Rodgers and Hammerstein each contributed to 
the Foundation 50 percent of the copyright to a musical play “Flower 
Drum Song” valued at $300,000. From fiscal years ending April 30, 

1960. through April 30, 1964 the Foundation received $285,216.92 tax 
free income from this copyright. 

The Alan Jay Lerner Foundation, of New York City, was organized 
on June 22, 1956, with assets of $26,000. From December 1958 through 
December 1962, Mr. Alan Jay Lerner contributed to the Foundation 
shares of Allern Management Corporation, a theatrical production 
company, as follows: 108 common shares, Class B stock and 3,910 
shares of 4 percent Cumulative Preferred stock. As of August 19, 

1963, Allern Management Corporation owned various theatrical and 
musical rights to the productions “Brigadoon”, “Paint Your Wagon”, 
and “Gigi”, and a 50 percent share of a corporation which owns vari- 
ous musical rights. Allern Management Corporation also owns mar- 
ketable securities. These rights will exist until approximately the year 
2000 and are expected to produce income during this period of time. 

On November 30, 1959, the Foundation owned 27 percent of the 
outstanding common Class B stock with an equity of $253,987.73 in 
the common Class B stock and an equity of $63,496.93 in the common 
Class A stock. These Class B shares were cancelled as of December 
30, 1959 and exchanged for 580 shares of 4 percent Cumulative Pre- 
ferred stock. On November 30, 1963 the Foundation owned $349,000 
of the $555,000 total preferred stock outstanding, and its equity in the 
common Class A stock was $645,000. 

During fiscal years ending May 31, 1959, through May 31, 1963, the 
Alan Jay Lerner Foundation received $42,329.60 income from Allern 
Management Corporation. 

The Samuel Goldwyn Foundation, of Hollywood, California, was 
organized on February 5, 1947. Its assets as of date of organization 
are unknown to us. However, on December 31, 1947 its assets were 
valued at $454,197.97, including Mr. Samuel Goldwyn’s rights, title 
and interest in the three movies “The Little Foxes,” “Ball of Fire,” 
and “They Got Me Covered.” Mr. Goldwyn had contributed these 
rights to the Foundation March 24, 1947, valued at $200,000, $175,000, 
and $150,000, respectively. ’ ’ ’ 

On April 21, 1950 Mr. Samuel Goldwyn and Mrs. Frances Goldwyn 
donated to the Foundation undivided interests (68 percent to 75 per- 
cent) m four additional movies, valued at $1,025,000. Titles of the 
movies are unknown to us. 

On April 1, 1951, the Foundation sold to Samuel Goldwyn Produc- 
tions, Inc. its interest in the seven released photoplays for an amount 
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equal to 82% percent of the purchaser’s share of the 

nictnres to March 31, 1976, payable as follows . (1) $ 25 U,UUU m casn 
<to5o 000 in notes upon execution of the agreement, and (2) the 
ba^ncem semi-annual installments after the sum of $500,000 has been 
received and retained by the purchaser out of 82% percent of the net 
receipts - the agreement of sale also provides that the Foundation will 
not £ obligated to return any part of the $500 000 advance payment 
in the event that the amount of 82% percent of the net receipts during 
the period does not equal that sum. At the date of sale the pictures 
were carried at $627,020.19, representing $1,025,000 fair value of the 
pictures when acquired by gift in 1947 and 1950 less subsequent receipts 
of $397,979.81; the $500,000 advance payment from the sale was ap- 
plied in reduction of the carrying value leaving a balance of $127,- 
020 19 to be recovered out of future receipts from tlmpicturen 

On December 18, 1956, and October 27, 1959, Mr. Samuel Goldwyn 
donated to the Foundation 19/80ths interest in studio land and build 
ings valued at $453,815.96. On December 23, 1959 the Foundation 
sofd to Samuel Goldwyn Productions (a limited partnership in which 
Samuel Goldwyn was a general partner) its interest m the studio land 
and buildings for $500,000 payable $100,000 in cash and $400,000 m a 

110 With respect to the acquisitions of stock by the Edward E. Ford 
Foundation, our earlier findings have now been supplemented by addi- 
tional information which had not been furnished to us previously, t 

S °Th o assets* of 'the Edward E. Ford Foundation, _ of New York City, 
consisted solely of 100 shares of International Business Machines Cor- 
poration capital stock valued at $30,000 on December 12, 1957 (date of 
trust agreement) . A few years later, on April 12, 1961, Mr. Ddward 
E Ford, of New York City, transferred to the Foundation 10,000 
shares of International Business Machines Corporation capital stock 
valued at over $7 million. Shortly thereafter (April 21, 1961-June 7, 
1961), the Foundation sold the IBM shares for $7,137,597 showing a 
capital gain of $137,614. Hence, on December 31, 1963, the Founda- 
tion’s assets were valued at over $16 million, based on market value. 

Mr Ford had acquired the IBM shares on May 24, 1948 (date of 
death of his father) . His cost basis for personal income tax purposes 
was $212,955. Thus, if Mr. Ford had sold the shares on April 12, 
1961, instead of transferring them to his foundation, he would have 
paid a capital gains tax on a profit of over $6.7 million. The Foun- 
dation, of course, pays no tax, including capital gains tax. 

Moreover, Mr. Ford undoubtedly took his maximum charitable 
deduction on his 1961 personal income tax for contributing the shares 

to the foundation. . ,, , . . ,, , , 

Mr. Ford died two years later, m March 1963. A few months later, 
the foundation received $7.9 million from his estate, including 10,000 
additional shares of IBM stock valued at $4.3 million. 

The Edward E. Ford Foundation had total gross income of $687.33 
in 1958 During 1963, its tax-free income had jumped to $357, bo2. 

So, in these transactions the Treasury is the loser on the donors 
charitable deductions, on their avoidance of capital gams tax and 
estate taxes, and on the once taxable income which now goes to the 
tax exempt foundations. 
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Our analysis of the Alfred I. duPont Estate and its affiliate, The 
IV einours Foundation of Jacksonville, Florida, lays bare for the first 
time the detailed anatomy of ,one of America’s great fortunes and how 
it will one day slip away forever from the payment of income taxes. 

Ihe Estates principal beneficiary is Mrs. Jessie Ball duPont, age 
80, widow of the late Alfred I. duPont. During the 13 years 1951 
“^,1963, ^ ie Estate paid to Mrs. duPont taxable income totaling 
^1)7.4: million out of $83.9 million total income received by the Estate. 
Payments by the Estate to Mrs. duPont in 1963 alone totaled $8.5 
A Mrs. duPont paid a Federal income tax of $4,832,664 in 
1963. On the death of Mrs. duPont, the taxable income now paid to 
her will end. Instead, that major part of the duPont Estate’s dis- 
bursements will then go to its affiliate, the tax exempt Nemours Foun- 
dation, which, of course, pays no income tax. 

The Chairman. Mr. Secretary, the Federal courts have repeatedly 
declared _ that regulations issued by the Secretary of the Treasury, 
when fairly within the scope of his jurisdiction, have the force of 
law. Is that correct ? 

Secretary Dillon. I understand it is, yes. 

The Chairman. Does the fact that foundations are exempt from 
taxation mean that they are exempt from other Federal laws* 

Secretary Dillon. No, I should think not. 

The Chairman. Is it the Treasury’s duty to be alert to all possible 
violations of law* ^ 


Secretary Dillon. Our primary duty, of course, is to be alert to 
violations of the tax laws. 1 

The Chairman. In your view has the present law, as it applies to 
foundations, been properly enforced? 

Secretary Dillon. Yes, I think it has in general. I do think there 
were certain areas that have needed much more strict enforcement, 
and, of course, we are moving in that direction. 

One of the things that is noticeable, at least in some of the cases that 
were read by Mr. Olsher, is the fact that two things happened. There 
may have been some contributions of property that were valued at 
more than they should have been based on the income that was received 
from them We changed the Form 990-A in 1962 so as to require 
for the first time that organizations reporting the value of contribu- 
tions they receive also indicate whether a gift was in cash or not. 
When it is in property, that gives us an opportunity to look at it a 
3 F ore carefully to be sure that it was properly valued. Prior to 
1962 there was no such requirement, so only the value of the gift was 
listed, and it wasn’t stated as to what it was. 

Also, there is this question of self-dealing with foundations. My 
own personal feelings is in consonance with recommendations of the 
Treasury in 1950 to the Congress, which the Congress didn’t see fit to 
accept, that there should be a prohibition on dealings between a 
ounrlation and its donor or donor controlled corporations that is 
absolute. The law does not provide that now. It, provides merely 
tnat there should he a reasonable consideration, and in the case of 
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these sorts of transactions where yon are dealing with real estate, 
where you are dealing with copyrights, where you are dealing with 
the values of such things as movies, I imagine it is pretty hard to 
get a fair value and to justify it. , . 

I presume those transactions were all handled by lawyers who knew 
what they were doing, and I think that it may w T ell be that they were 
squarely within the present law. But that is one of the things that we 
are looking into very carefully and will probably be the subject of 
some recommendations this fall. 

The Chairman. Mr. Harvey? 

Mr. Harvey. Mr. Chairman, I wonder if you would yield. 

The Chairman. Certainly, sir. 

Mr. Harvey. It has come to my attention m relation to this very 
subject on which you htxve commented, that there is a tendency on the 
part of the few largo foundations which reports I have studied in 
some depth, that their holdings which may have recently been a solid 
block of a given corporation’s stock, and that the managements of the 
foundations have undertaken to broaden the base. _ In other words, 
take Ford, for example. Instead of having all their eggs in the one 
basket, they have attempted to spread out and exchange stock for the 
holdings in other major corporations. 

I think this is not only a good move from the standpoint ot tho 
financial safety of the funds income, but also from the standpoint of 
dissipating any claim that could rightfully be made that the founda- 
tion officials have used or are in a position to use their power ruth- 
lessly or possibly if not ruthlessly, at least unfairly or improperly. 

Now, I am sure you have given this same subject a good deal of 
observation and study. Is there any tendency on your part to_ believe 
that this is a growing and common practice among other foundations? 

Secretary Dillon. Well, I certainly agree with you that among the 
larger ones that has become more or less publicly controlled, if they 
had started with a large block of one particular stock, there has been 
a tendency to sell that stock gradually in the market, and diversify 
their assets. It also raises the question whether owning a controlling 
interest in a business corporation places the foundation into business 
activity not fully consistent with its operation as a charity. 

This whole question that is raised here is one that is quite complex 
and is under study. It bears on the provisions against unrelated busi- 
ness income which, as presently written, are clear when certain exempt 
organizations are running a business. But if that exempt organiza- 
tion incorporates the business and owns the shares of the corporation, 
then it no longer applies, because it merely gets the dividends from 
the corporation that is running a business. Now, there is a question 
whether that still doesn’t represent some form of unfair competition 
with other private businesses that are not owned 100 percent by a 
charity. I don’t know. We are looking into that. This is not. some- 
thing that is limited by any means to foundations. It applies to 
many other forms of exempt organizations. In fact, showing the 
interest in this in the way the Congress looks at it, Congress has just 
passed a special law allowing a labor union exemption from this law, 
and allowing them to conduct an associated unrelated business without 
taxation. That was passed unanimously, I think, in both Houses of 
the Congress. 
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Mr. Harvey. Has your policy been with regard to this particular 
tendency of which I have spoken, to approve it or to take a non-com- 
mital attitude or to encourage it ? 

Secretary Dillon. No, we have not been in a position to do any- 
thing ourselves because it is clearly within the law as presently writ- 
ten. We are studying this question, as I said, to see whether or not 
legislation is in order to cover situations where businesses are either 
wholly owned or effectively controlled by exempt organizations, and 
we haven’t yet reached any final conclusion on that, but we will before 
the end of the year. 

Mr. Harvey. In other words, until this date you have not taken 
any position officially with regard to this particular question that I 
pose? 

Secretary Dillon. With regard to the ownership of substantial in- 
terests or controlling interests in companies by exempt organizations 
we have not taken any position, because, in the first place, this was 
carefully studied by the Congress in 1950, and they clearly decided 
they did not want to interfere with this. 

Now, as we have said, 14 years have passed. It is a good time to 
look again. There has been a growth in exempt organizations, and 
we are taking another good look at this. 

Mr. Harvey. If you will bear with me for just one more question, 

Mr. Chairman, might I ask this particular question then, Mr. Secre- 
tary : 

Do you as a gentleman who has had a great deal of experience in 
business and the investment field believe that the Congress should, if 
we recommend legislation, include a recommendation to this effect? 

Secretary Dillon. Well, although I want to have a chance to view 
all the evidence when it is in, I am inclined to think that for an ex- 
empt organization or a foundation to run a business, whether it is 
run as an unrelated business or it is run as a business that is substan- 
tially owned and controlled so it has the responsibilty for runnng it, 
is something that is probably not entirely desirable." It means that 
those who run the foundation, instead of devoting their time entirely 
to charitable purposes, have to devote a very great deal of their time 
to seeing that the business is operated properly. I think from that 
point of view there is something wanting in allowing that sort of 
situation. 

Another thing that is very important, which we have not yet been 
able to get adequate information on to form any opinion, is whether 
this does lead to unfair competition with other businesses, and as we 
develop information on that, I think that will be very important in 
what the final recommendation will be. 

Certainly any views that this Committee might have in this area 
would be very much of interest. 

Mr. Harvey. _ F rom your statement, then, may I infer that you would 
make a distinction so far as this particular point is concerned, between 
foundations that operate for charitable purposes, and other tax ex- 
empt organizations ? 

Secretary Dillon. It might be, but I think that is a very difficult 
line to draw. That is one of the reasons we are not prepared as yet to 
make a recommendation here. I am not at all sure that the line should 
be drawn there, and that it shouldn’t be drawn somewhere else where 
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it would include all exempt organizations, as least as far as certain 
types of businesses or certain types of activity are concerned,. 

J Mr. Harvey. I am sorry you don’t have a direct answer for that. 
Secretary Dillon. It is an important question, but it is too complex. 

We iust haven’t reached a conclusion, . ... ,, 

I think it is easier to reach it on foundations than it is on the 

°sT we may want to reach further into the exempt organization 
field than merely foundations. _ 

That, is all I am trying to indicate. _ 

Mr Harvey. Thank you, Mr. Chairman. 

The Chairman. Mr. Roosevelt, you say you want to ask a question . 

Mr Roosevelt. Yes, Mr. Ch&irnutn. 

I have a question, but first I want to say, Mr. Secretary, I hope you 
will look very carefully and come up with a definite recommendation 
as to the competitive aspect of a business whose income is non-taxable, 
not only from the point of view of good policy competition but from 
the point of view of the Treasury. It seems to me that if I give IBM 
stoc which I will not be giving, I don’t have any, to a foundation, the 
mto’Jf that stock can be immediately liquidated 

can be out into non-competitive areas, such as Government bonds, 
which would remove it completely from the competitive category. 

The question I have deals with Mr. Olsher s statement which migh 
reveal what you call— I don’t mean it as a criticism but which might 

reV eal a self-dealing where a donor gave to a foundation and the 

foundation then sells back to something the donor has an interest m, 
fSn direct sale to him. In those instances is there anything m 
hfpresent law : which requTres the Treasury of the Internal Revenue 
cases of what for lack of a better term we now 

Ca lecrotary 1 DmLON. No, because there is absolute prohibition of them 
in the law This was fully debated in 1950 when tU Treasury recom- 
mended it be absolutely prohibited, and the Congress decided not to 
do it Congress, instead prohibited self-dealing when there was not 
Treasonable price paid, a full price, an adequate price paid So it 
is reallv a question of whether the price paid is adequate or not. _ . 

' jvir. Roosevelt. Who reviews it to make sure that the price paid m 

Se Secretary Diixo^^Ta^ should be reviewed, if it is large, by the 
Internal Revenue Service. There is a question, of course, of manpower 
renuirements in the Revenue Service. This is a question of judgment. 

We could use a great many more revenue agents than we have. is 
i ntter of record that the Congress has consistently refused to appro- 
priate the funds that Treasury has requested for the Revenue agen s 
Fbaf are ^necessary to do the job, and while the Revenue Service has 
Screak XS hasn’t inc/eased as rapidly as we felt was necessary 
S do fn adequate auditing job. So that is one reason why auditmg 

m K*p h eXfcdy to concede that as the situation was in the past, 
tore were v“ry few audits, and the general likelihood was that a sit- 
uation like these transactions that were mentioned, many of these 
transactions mentioned by Mr. Olsher, would not have been audited. 


Approved For Release 2004/04/08 : CIA-RDP67B00446R000300020094-4 



Approved For Release 2004/04/08 : CIA-RDP67B00446R000300020094-4 

20 TAX-EXEMPT FOUNDATIONS : IMPACT ON SMALL BUSINESS 

I 

A greater amount of manpower should be put on these organizations, 
and, as this has developed, that is exactly what has happened now, 
when the number of audits has been multiplied by five, which would 
naturally bring to light more of these sort of cases. 

I think the situation now is rapidly changing and there will be a 
much greater audit coverage by the Internal Revenue Service. 

Mr. Roosevelt. Can the Treasury Department force a repurchase 
by an interested party from a foundation ? For instance, can it force 
him to pay more for it if it is found to be inadequate? What is the 
remedy today, or the penalty ? 

Secretary Dillon. In a case in which a donor purchases property 
from his foundation for less than its fair value, there is no provision 
in the Federal tax law which allows the Internal Revenue Service to 
force the donor to pay the difference between the purchase price and 
the fair market value of the property. In all likelihood, however, such 
a transaction would be a prohibited transaction, the penalty for which 
is loss of the foundation's exemption. That is one area I mentioned 
the need to study, where the penalties may be too strict. For example, 
the 1950 law attempted to attack the area of unreasonable accumula- 
tion. We said that accumulations should not be unreasonable in 
foundations. The only penalty for that, is cancellation of the tax 
exempt privilege of the foundation. As a result, the courts have been 
very reluctant to ever impose that penalty which presumably they 
found too strong, so the Treasury has been eminently unsuccessful in 
legal cases in the courts in this area. We think some sort of a different 
penalty there, maybe a penalty to tax certain accumulations that are 
not distributed, would be much more likely to be effective than the 
present situation. This may apply in this area that you are talking 
of, too. 

Mr. Roosevelt. Mr. Secretary, I think it would be very helpful to 
the Committee, too, if you could give us specifically what are the 
penalties. 

Secretary Dillon. I will be glad to. 

Mr. Roosevelt. The penalties for improper transactions between 
interested parties. 

Secretary Dillon. I will be glad to do that as to what is improper, 
plus the exact definition of what that is. 

The Chairman. Insert them in the record at this point, please, sir. 

(The information referred to follows:) 

Section 303(c) of existing law prohibits a foundation from : 

(1) lending any part of its income or corpus, without the receipt of ade- 
quate security and a reasonable rate of interest, to ; 

(2) paying any compensation, in excess of a reasonable allowance for 
salaries or other compensation for personal services actually rendered, to- 

(3) making any part of its services available on a preferential basis to ; ' 

(4) making any substantial purchase of securities or other property, for 
more than adequate consideration in money or money’s worth, from; 

(5) selling any substantial part of its securities or other property, for less 
than adequate consideration in money or money’s worth, to ; or 

(6) engaging in any other transaction which results in a substantial di- 
versmn of its income or corpus to the donor, his family, or a corporation in 
which the qonor, directly or indirectly, owns 50 percent or more of the stock. 

If a foundation does lend its corpus to the donor without receiving adequate 
security and a reasonable rate of interest (or engages in any of the other transac- 
tions noted above) the Code generally provides that the foundation’s exemption 
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shall be revoked only for taxable years after the year in which it is notified 
that it has engaged in a prohibited transaction. However, if the foundation 
entered into the transaction with the purpose of diverting corpus or income from 
its exempt purpose, and such a transaction involved a substantial part ot its 
corpus or income, the Code provides that the denial of exemption shall be effective 
as of the year in which the prohibited transaction took place. 

With the exception of the revocation of the foundation’s exempt status just 
described, the only sanction which is available under current law is the Possible 
disallowance of deductions for gifts which it receives. However, section o03(e) 
of the Code, in effect, does not generally disallow the donor’s deduction for gifts 
to the foundation until the foundation has lost its exempt status. Thus, as ex- 
plained above, unless the prohibited transaction was entered into for the purpose 
of diverting a substantial part of the foundation’s corpus or income from an 
exempt purpose, the donor’s deduction can not be denied even for the year in 
which the prohibited transaction took place, even if the donor was a party to the 
prohibited transaction. However, if the Service can establish that the purpose ot 
the prohibited transaction was to divert the foundation’s corpus or income from 
an exempt purpose, and such a transaction involves a substantial part of the 
foundation’s corpus or income, the Code provides that the deduction claimed by 
a donor who is a party to the prohibited transaction, such as a lender who does 
not provide adequate security, will be disallowed, even though the contribution 
may have been made in years prior to the prohibited transaction. However, the 
disallowance of the deduction for contributions made in years prior to the prohib- 
ited transaction can only be made where it can be shown that the contribution in 
question was made for the purpose of allowing the organization to engage in 
such prohibited transactions. 

The Chairman. Do you agree, Mr. Secretary, that public reporting 
of a foundation’s activities can operate as a “control” ? 

Secretary Dillon. We think it is very helpful, and I think that what 
this Committee pointed out in that area early in the game was very 
useful, and, as you know, we have changed the Form 990-A and the 
regulations regarding it, so that practically all information thereon 
except only the names and the list of contributors is now available 
publicly, and we think that is a great advantage. 

The Chairman. Would you recommend that disclosure of the opera- 
tions of foundations be macle more complete, and that the public should 
be given more ready access to more information ? 

Secretary Dillon. I think that we have taken a very substantial 
step with the new information on 990-A. Whether we have to go 
still further or not is something I don’t have a final opinion on. I 
think that most everything is there, but certainly as far as large foun- 
dations are concerned, I see no reason why there shouldn’t be the fullest, 
publicity. Certainly most of the large ones, I think, do put out reports 
that are fairly complete as to what their transactions are. But in 
the smaller foundations that may not be the case. 

The Chairman. Would you agree, Mr. Secretary, that, the full con- 
tent of foundation tax returns should be open to public inspection ? 

Secretary Dillon. Under the present law we feel the names and 
amounts of individual contributions are not something that should 
be open, that can be open to public inspection.. Everything else is. 

I don’t know whether that is a very significant item or not. Private 
tax returns have always beer, protected. We are running up against 
a different subject here, which is the protection of the private return 
which Congress and the Treasury have always been very jealous of, 
and I personally doubt that the Congress would want to make public 
the amount that private individuals in a given year gave in contribu- 
tions to a foundation or elsewhere. 
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Tlie Chairman'. I do not agree that your illustrations are com- 
parable, because in the case of foundations you are dealing with public 
money, money that would otherwise go to the Treasury. Don’t you 
think there is a difference there, that they should be open to public 
inspection ? 

Secretary Dillon. I don’t think all of the money would otherwise 
go to the Treasury. The individual, if he wants to give it away could 
give it not to a foundation but could give it to a college and then it 
wouldn’t go to the Treasury. And also, the corpus wouldn’t neces- 
sarily go to the Treasury. So I am not certain that that follows on 
gifts. 

If a man has to make public his gift to a foundation, should he make 
public his gift to a university or to a church or anything else? I am’ 
not just certain about that. 1 don’t see particularly that he should. 

The Chairman. Would you personally agree that the full content 
or foundation tax returns should be open to public inspection? 

Secretary Dillon. I personally agree that there has been a great 
advance in the number of foundations, and I see no reason why a foun- 
dation shouldn’t operate under the glare of publicity. That is one 
of the best things to prevent any actions that are not proper. All I 
‘am saying is that when you get into the one specific field of the 
amounts of contribut ions by specific, named individuals, we are coming 
to another area which Congress and the Treasury have always been 
very jealous of protecting, and that is the private transactions of indi- 
viduals as shown in their income tax returns. 

The Chairman. In your view, Mr. Secretary, should the names and 
addresses of donors to a foundation be open to public inspection ? 

Secretary Dillon. I think it quite proper that the names and ad- 
dresses of the original creators of a foundation should be made public 
at the time the foundation receives its tax exemption. 2 

The Chairman. They should be. In your view, should all matters 
relating to the granting or denial of tax exemption, as well as revoca- 
tions and penalties, be made public? 

Secretary Dillon. I don’t see why not. 

The Chairman. You don’t see why not? 

Secretary Dlllon. No. 

The Chairman. You favor it? 

Secretary Dillon. Yes. I would not object to public disclosure w T ith 
respect to a foundation’s application for exempt status or the statu- 
tory grounds upon which a foundation’s exemption was revoked. Of 
course, I do not think that it would be w 7 ise, from an overall viewpoint, 
to open internal memoranda and reports to public inspection. 3 

Tlie Chairman. Would you agree that the public, which supports 
a foundation’s tax subsidy, should have ready access to the 
foundation ? 


2 Secretary Dillon agreed that the names and addresses of donors to a foundation should 
be open to public inspection. However, at a later date when the secretary reviewed the 
transcript, he qualified his earlier answer by stating “I think it quite proper that the 
names and addresses of the original creators of a foundation should be made public at the 
time the foundation receives its tax exemption.” 

3 Secretary Dillon agreed that all matters relating to the granting or denial of tax 
exemption as well as revocations and penalties should be made public. However, at a later 
date when the Secretary reviewed the transcript, he qualified his earlier answer by stating 
“I would not object to public disclosure with respect to a foundation’s application for 
exempt status or the statutory grounds upon which a foundation’s exemption was revoked. 
Of course, I do not think that it would be wise, from an overall viewpoint, to open internal 
memoranda and reports to public Inspection.” 
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Secretary Dillon. I don’t quite understand. You say to the 
foundations themselves ? I don’t quite understand what that means. 

The Chairman. Well, information pertaining to the activities of 
the foundation. 

Secretary Dillon. Through the Form 990-A, yes. 

The Chairman. Well, what about the domicile of the foundation? 
Should information be available to the public as to where it is lo- 
cated and how it can be reached ? 

Secretary Dillon. Y ou mean the names of them and all that ? 

The Chairman. Names and address, street address and post office 
box and everything else that would enable a person to contact the 
foundation. 

Secretary Dillon. I see no reason why not. 

The Chairman. In your view should a foundation’s office be some- 
thing more than just a post office box ? 

Secretary Dillon. That depends on the size of the foundation, 
because, as you know, the great bulk of foundations are of course 
not very large, and they are operated on a part-time basis and with 
no full time staff at all. So those obviously could not have an of- 
fice. That is one of the problems in this number of foundations, 
because these large numbers that we are aware of are many of them 
very, very small, and they don’t amount to much money overall. 
Assets of foundations are concentrated in a much smaller number of 
foundations than the total amount. 

The Chairman. Would you agree that they should certainly have 
a telephone number ? 

Secretary Dillon. Not necessarily, if they are a very small one. 

The Chairman. I mean a listed telephone number. 

Secretary Dillon. A telephone number would presumably be the 
number of the trustee or the president or the officer, whatever it 
is. Personally he should have one. I assume he does. 

The Chairman. We have found that some of the foundations are 
allergic to listed telephone numbers. For example, a small sampling 
shows that none of the following foundations in New York City 
have listed telephone numbers: Flagg Foundation, Inc. (assets $140,- 
000 December 31, 1962) ; Henry Luce Foundation, Inc. (assets $2.3 
million. December 31, 1962) ; Vivian B. Allen Foundation (assets 
$4 million December 31, 1960) ; Owen Cheatham Foundation (assets 
$529,000 December 31, 1960) . 

In your view is the present law, as it applies to foundations, too 
permissive? 

Secretary Dillon. I think in certain respects it is. I have said 
before that I think there should be a direct prohibition on self-dealing 
rather than a permissive situation such as the present law has. That 
is one area. I also think this may apply in other areas. We need 
more specificity in the area of accumulations. 

The Chairman. How many applications for tax exemption did the 
IKS approve in 1963 ? Do you know ? 

Secretary Dillon. No, I don’t. I think there are several thousand, 
but they will be able to give that to you tomorrow. 

The Chairman. Are the antitrust laws and the regulations of the 
SEC fully applicable to foundations ? 

Secretary Dillon. I would assmne so, generally. 
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The Chairman. In the course of its administration of the various 
regulations concerning foundations, does the Treasury examine the 
foundations to determine whether they are being used as a device tor 
engaging in various trade practices which, might be in violation ox cer- 
tain statutes administered by the Federal Trade Commission or the 
Antitrust Division? 

Secretary Dillon. I don’t think so. I don’t think that is the Treas- 
ury’s business. The Treasury is in business to see that tax exempt 
foundations follow the laws which grant them, and I think these other 
areas would come under the appropriate bodies, whether it be the Fed- 
eral Trade Commission or the SEC. In the Treasury we clearly don t 
have the competence to administer all these other laws and don t really 
probably know on some of these complex things whether they are 
being avoided or not. 

The Chairman. During your term of office, Mr. Secretary, has the 
Treasury, on its own initiative, ever forwarded to the FTC or the Anti- 
trust Division information regarding the use of a foundation as a 
device for engaging in various trade practices which may be a viola- 
tion of certain statutes administered by the Federal Trade Commis- 
sion or the Antitrust Division ? 

Secretary Dillon. I understand that a procedure has been adopted 
under which the Internal Revenue Service advises the Department of 
Justice of information it possesses concerning violations of non-tax 
Federal laws. The Internal Revenue Service is in continuous close 
contact with the Department of Justice, and they would probably be 
able to give you a better answer on that. They are furnishing them 
information all the time. Whether they did in this field, I just don’t 


know. 

The Chairman. In the course of the administration of its various 
regulations concerning foundations, does the Treasury examine the 
foundations to determine whether contributions are being made to the 
foundations by persons or organizations that supply goods or services 
to companies interlocked with the foundations ? 

Secretary Dillon. I don’t think we do that because, as I understand 
it, there is no prohibition against that at all under present law. That 
is one of the things that might be prohibited under a strict no self- 
dealing law which I think should be passed. 

The Chairman. During your term of office has the Treasury, on its 
own initiative, ever forwarded to Congressional committees, the White 
House, or other government departments information regarding con- 
tributions to foundations by persons or organizations that supply 
goods or services to companies interlocked with the foundations? 

Secretary Dillon. I don’t think so. You would have to ask the 
Internal Revenue. I wouldn’t know personally. As a matter of per- 
sonal practice, I do not associate myself, and have disassociated myself 
ever since I was in the Treasury, with individual tax cases and tax 
questions, so that to the extent it is an individual case dealing with an 
individual taxpayer or an individual foundation which is not a tax- 
payer, but has to file information returns, I would not have any action. 
That has been left entirely to the Internal Revenue Service. 

The Chairman. In your view should foundations be permitted to 
accept contributions from (1) persons or organizations that supply 
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goods or services to companies interlocked with the foundations, or 
(2) from persons or organizations that buy goods or services from 
companies interlocked with the foundation ? 

Secretary Dillon. I don’t know quite what that means, when you 
refer to companies interlocked with the foundation. But, as I say, 

I think there should not be self-dealing. I don’t know that there is 
anything necessarily wrong in accepting a cash contribution. 

Mr. Roosevelt. Would the Chairman yield? The point of that 
question, I think, is that if the company that is interlocked with a 
foundation is doing business and by a contribution to the parent foun- 
dation they get the business because of that interlock, they are obvi- 
ously getting an advantage. 

Secretary Dillon. Yes. Well, that obviously should be one of these 
things which should be considered in drafting a broad self- dealing 
law. 

The Chairman. During your term of office has the Treasury, on its 
own initiative, found any cases where a contribution has been made to 
a foundation for a business purpose rather than an eleemosynary pur- 
pose? For example, under the Robinson-Patman Act, business con- 
cerns are prohibited from making disproportionate discriminatory 
discounts to particular buyers if the effect might be to substantially 
lessen competition or tend to create a monopoly. 

Do you know of any cases where contributions to a foundation may 
have been a method of getting around this provision of law ? 

Secretary Dillon. I don’t, but, Mr. Chairman, I would like to re- 
peat, again, you are addressing these questions to the wrong person. 
Internal Revenue Service has the full authority, and the Treasury 
does not set itself up as a court of appeals above the Internal Revenue 
Service in individual tax matters. 

I know that there have been many hundreds of revocations by the 
Internal Revenue Service of exempt organizations exemptions, and 
I am sure there have been some in the field of foundations, quite a few. 

I don’t know what, the basis of those various ones have been, because 
none of the individual things have been referred to me. I am sure 
that the Internal Revenue Service will be able to supply that sort 
of information. I can’t. I don’t know it. 

The Chairman. Are you familiar with the business practice known 
as reciprocity ? _ It involves tacit or actual agreement to do business 
with a firm if it reciprocates and gives business in return. You are 
familiar with that, I assume, Mr. Secretary. 

Secretary Dillon. I have read about it. 

The Chairman. During your term of office has the Treasury, on 
its own initiative, ever forwarded to the FTC or the Antitrust Divi- 
sion information regarding foundations that may be parties to re- 
ciprocity arrangements? For example, whore a business affiliated 
with a foundation says to one of its suppliers, “I will buy from you if 
you will contribute to such and such a foundation” or, “if you buy 
from me, such and such foundation will make you a business loan at 
favorable terms” ? 

Do you know of any situations like that ? 

Secretary Dillon. I don’t know of them personally. The same 
thing applies. 
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The Chairman. Do you consider such arrangements to be legitimate 

practices for a foundation to be a party to ? . 

Secretary Dillon. I think that certainly anything that is self- 
dealing and anything where a foundation is used in a way that will 
bring a benefit to the donor of the foundation, a personal benefit, is 

not proper. , , , , 

That is a broad characterization, but that will be a complex area 
to draw legislation to cover all these things, but it all comes under 
the same general tent. 

The Chairman. Are you aware of the fact that reciprocity practices 
may violate the antitrust laws ? 

Secretary Dillon. I would assume they may. 

The Chairman. Our study indicates that many business suppliers 
and buyers have made sizable contributions to foundations controlled 
by customers. For example, we know that a number of suppliers of 
the Hilton Hotel chain are contributors to the Hilton Foundation. 

Mr. C. N. Hilton, Jr., Secretary of the Conrad A. Hilton Foundation 
of Los Angeles, has acknowledged that, during the fiscal years ending 
February 28, 1952 through February 28, 1963, 29 donors—who were 
suppliers of goods or services to Hilton Hotels Corporations or its 
subsidiaries — made contributions to the Conrad N. Hilton Foundation 
in the amount of $61,695.18. . 

Does not this kind of situation appear to. raise the specter of business 
reciprocity — We will buy from you if you contribute to our 
foundation ? 

If so, does it not raise a number of serious antitrust problems? 
Specifically, may it not involve a possible violation of the Robinson- 
Patman Act because it involves the inducement of discriminatory 
prices? 

Or may it not involve a violation of Section 5 of the FTC Act as 
have other instances of business reciprocity because they involve “un- 
fair methods of competition” ? 

Would you like to comment on those, Mr. Secretary ? 

Secretary Dillon. Well, all I can say is that speaking to the author 
of the Robinson -Patman Act, I don’t feel that I am in a position to 
comment because I am not fully aware of the details of that Act, and 
if you feel that this might be a violation of it, I would accept your 
judgment as the author of the Act, and I would think that would be a 
matter for the organization which polices that Act to look into it. 

The Chairman. Thank you, sir. I will ask Mr. Olsher to continue. 

Mr. Olsher. Here is another case I am wondering about. The 
Rogosin Foundation, of New York City, is controlled by the Rogosin 
family. The Rogosin family has also dominated Beaunit Corporation 
(formerly Beaunit Mills, Inc.), Rogosin Industries, Limited, and 
Skenandoa Rayon Corporation. 

At December 31 ,1952, the Foundation held 33% percent of the non- 
voting preferred stock of Beaunit Mills, Inc. (carrying value $2.7 
million) as well as 5 percent of the common voting stock of the same 
corporation (carrying value $1.9 million). 

Beaunit Mills, inc., manufactures synthetic yarn, knits and weaves 
fabrics, and manufactures intimate apparel. The Goodyear Tire and 
Rubber Company of Okron, Ohio, has been a buyer of tire-cord yarn 
from Beaunit Corporation. 
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In March 1952, Goodyear made a cash donation of $150,000 to the 
Rogosin Foundation. Additionally, on March 10, 1952, Goodyear 
loaned $2.5 million to the Rogosin Foundation at 4 percent interest. 

The loan was to be paid off in installments due January 3-August 15, 

1953, January 3-August 15, 1954, and January 3-August 15, 1955. 
According to the Foundation, payments on the loan were made on 
August 15, 1953, August 15, 1954, and August 15, 1955. 

The Foundation states that it used the $2.5 million loan to purchase 
from Beaunit Mills, Inc., 30,000 shares of the latter’s preferred stock. 

An identical number of shares of Beaunit Mills, Inc., preferred stock 
was pledged by the Foundation as collateral for the loan. 

Has the Treasury examined this to determine whether this arrange- 
ment involves a price discount from Rogosin to Goodyear, for which 
Goodyear, the buyer, compensated Rogosin by making a contribution 
to the Rogosin Foundation ? 

Secretary Dillon. I would have to ask the Internal Revenue 
Service. 

The Chairman. The same answer you gave before ? 

Secretary Dillon. Yes. 

Mr. Olsiier. If this were the case, would it not seem to raise both 
tax and antitrust problems ? 

Secretary Dillon. If it was a discount that was an unfair discount 
under the antitrust laws, if they apply to a situation like that, I would 
think it probably would raise a problem. I don’t quite see offhand 
without studying the matter and getting better legal advice, where it 
would raise tax problems. 

Mr. Olsiier. First, is it an method whereby the buyer compensates 
the seller by making a tax deductible contribution to the Rogosin 
Foundation? 

Secretary Dillon. That is not the seller. 

Mr. Olsiier. I beg your pardon ? 

Secretary Dillon. I say the Rogosin Foundation is not the seller. 

It is the foundation owned 

Mr. Olsiier. The buyer compensates the seller. 

Secretary Dillon. The Beaunit Mills is the seller. 

Mr. Olsiier. The buyer compensates the seller via the means of 
making a tax deductible contribution to the foundation. 

Second, would not this practice, at best, be a distortion of the pricing 
and exchange process in a free enterprise economy ? 

Secretary Dillon. I am in no position to answer that. I don’t 
know whether it would or not. 

Mr. Olsiier. Third, might not this practice actually involve (1) a 
violation of the Robinson-Patman Act because it involved discrim- 
inatory pricing or, (2) a violation of Section 3 of the Federal Trade 
Commission Act because it is an unfair method of competition ? 

Secretary Dillon. I would suggest asking the Federal Trade Com- 
mission. 

Mr. Olsher. Additionally, of course, Goodyear was acting as a 
source of unregulated credit. 

The Chairman. Off the record. 

(Discussion off the record.) 

(Whereupon, at 11 :50 a.m., the subcommittee recessed, to reconvene 
at 4 :15 p.m., the same day.) 
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AFTERNOON SESSION 

The Chairman. The Committee will please come to order. Two 
members have been, here and have just left temporarily. They will 
be right back. 

Mr. Dillon, we appreciate your coming back, sir. 

Would the persons in the IRS who examine foundation tax returns 
be sufficiently familiar with the antitrust laws to know whether the 
practices I have cited may violate Section 5 of the FTC Act or the 
Sherman Act? If they found such practices, to whom would they 
report them ? 

TESTIMONY OF THE HONORABLE C. DOUGLAS DILLON, SECRETARY 
OF THE TREASURY — Resumed 

Secretary Dillon. I think my answer is the same. You would have 
to get the information from the IRS. . 

The Chairman. Are you familiar with any instances where indi- 
viduals who are board members of foundations also sit on the boards 
of competing companies ? . 

Secretary Dillon. Competing with the foundation ? I don’t quite 
understand the question, because I don’t understand how a company 
competes with the foundation. 

The Chairman. Companies that compete with each other or one 

another. _ . 

Secretary Dillon. Oh, competing companies that compete with each 
other. I wouldn’t know of any, any more than other individuals 
not on foundations. 

The Chairman. If this practice does exist, do you feel that it 
may create antitrust problems? 

Secretary Dillon. Well, I think that is not good practice generally 
whether the people are on foundations or not, to be on the board of 
competing companies. 

The Chairman. During your term of office has the Treasury ever 
sought any instances of this to the antitrust agencies? 

Secretary Dillon. I wouldn’t know. 

The Chairman. As you know, Section 8 of the Clayton Act pro- 
vides that no person shall be a director of two cr more competing 
corporations. Now, that Act does not apply to indirect interlocks, 
such as when a foundation has two board members, one of whom is 
also a board member of corporation A and the other member is on the 
board of corporation B (a competitor of A) . While there is nothing 
illegal about such an arrangement under Section 8, do you see any 
special public interest problem when a foundation established foT 
eleemosynary purposes becomes a vehicle for such indirect interlocks 
which might affect competition? 

Secretary Dillon. Well, I don’t think there is anything wrong if a 
foundation tends strictly to charitable business and does not get into 
business relationships. 

I could see that a foundation such as the Rockefeller F oundation, 
the Carnegie Corporation, might have people who are interested in 
charity on their boards who happen to be in the same general line of 
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business, and they would not have anything to do with doing business 
with each other. They would just be talking about charitable things. 
But if they are doing business with each other, then I think that is bad. 

The Chairman. In the course of its administration of the various 
regulations concerning foundations, does the Treasury examine the 
foundations to determine whether there are any actual or potential 
conflicts of interest situations ? 

Secretary Dillon. I would rather the Internal Revenue answer 
that. I think we just stick to the tax consequences and the tax law. 

The CiiAiKMjAN. During your term of office has the Treasury, on 
their own initiative, ever forwarded to the FTC or J ust-ice informa- 
tion regarding actual or potential conflicts of interest situations in any 
foundations ? 

Secretary Dillon. That is the same situation. 

The Chairman. The same answer ? 

Secretary Dillon. Yes. 

The Chairman. Will you agree, Mr. Secretary, that there is no 
special legal treatment of foundations in the statutes administered by 
the SEC? 

Secretary Dillon. As far as I know there is none. 

The Chairman. Will you agree that there is ample evidence that 
many foundations; are actively trading in the stock market with sub- 
stantial portions of their funds ? 

Secretary Dillon. Well, you provided some evidence about a num- 
ber of foundations in one of your reports. I don’t know how many 
there are, but there are certainly some. 

The Chairman. That is the only information you have of it ? 

Secretary Dillon. I think that is the only good information w t c 
have, yes. 

The Chairman. Would you agree that, judging from the content of 
their portfolios and the frequency of turnover, many foundations are 
concerned less with equity yields and inflationary trends than they are 
with the lure of capital gains to swell their principal funds ? 

Secretary Dillon. I would think that certainly the mass of the 
capital that is owned in foundations which is largely in the larger 
foundations, stays invested without any rapid turnover. There may 
well be some foundations that are in for trading, and to the extent 
there are, they are obviously trying to achieve capital gains rather 
than straight income. 

The Chairman. In the course of its administration of the various 
regulations concerning foundations, does the Treasury examine the 
foundations to determine whether they are violating any Federal 
securities laws ? 

Secretary Dillon. I wouldn’t think so. 

The Chairman. Federal securities laws? 

Secretary Dillon. I wouldn’t think so. I think that is tax examina- 
tion. 

The Chairman. During your term of office has the Treasury, on 
its own initiative, ever forwarded to the SEC information regarding 
any foundation’s violations of the federal securities laws ? 

Secretary Dillon. That again would be something for the IRS. 
They would forward direct if they did. 

39 - 915—64 3 
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The Chairman. In your view are speculative gains for charity 
worth the risk of speculative losses ? 

Secretary Dillon. In my personal view the answer to that would 
be no. 

The Chairman. Would you agree that speculative activity by foun- 
dations warrants surveillance ? 

Secretary Dillon. I think that a foundation that puts a great deal 
of effort into speculating is doing the same tiling that I mentioned 
earlier this morning about the foundation that puts a great deal of its 
time into the running of business. It is not devoting that time to 
charitable pursuts, and I think it would be better if foundations de- 
voted all their time to charitable pursuits, as I think the great majority 
of foundations, measured by their assets, do. 

Of course, as I say, it is a different thing when you talk about these 
smaller foundations that don’t have so many assets. 

The Chairman. Do you know of any instances where directors or 
trustees of a foundation have reimbursed the foundation for losses 
incurred in speculation ? 

Secretary Dillon. I don’t happen to know of any. 

The Chairman. Do you consider any of the following to be proper 
practices for a foundation : involvement in corporate proxy fights for 
control of companies whose securities are listed on the Exchanges? 
Involvement in insider deals ? 

Secretary Dillon. I would think the first one, involvement in proxy 
contests, ordinarily is not proper. But there might be cases where a 
foundation had a substantial amount of stock in a company, and I 
think to the extent that they continued to have that, they would be 
interested in the management, and I could conceive of cases where it 
would be proper to be in a proxy contest over the management. 

I don’t know what insider deals means, but I certainly don’t think 
that they should have anything of that connotation. I don’t think 
anything of that connotation sounds proper for foundations. 

The Chairman. Or involvement in stock price manipulations ? 

Secretary Dillon. Certainly not. 

The Chairman. Involvement in short sales ? 

Secretary Dillon. I would think not. That is speculation and I 
would think that kind of speculation is not proper. 

The Chairman. Involvement in margin trading ? 

Secretary Dillon. That is the same thing. 

The Chairman. Speculation in commodity futures. 

Secretary Dillon. I would think that is the same thing, the main 
reason being that while the proceeds all go to charity, it means that 
those who are running the foundation, if they are doing this thing, 
would spend too much of their time on things that are not charitable. 

I don’t think they should be doing that. They are also risking their 
own capital rather than keeping it available for foundation purposes. 

The Chairman. Acting as unregulated sources of stock market 
credit ? 

Secretary Dillon. No, I don’t think that is proper. 

The Chairman. Speculation in oil wells ? 

Secretary Dillon. That is another kind of speculation like running 
a business. That is a business that is very popular down in your part 
of the country, Mr. Chairman. 
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The Chairman . I know about some of them. In the course of your 
administration of the various regulations concerning foundations, does 
the Treasury examine the foundations to determine whether they are 
involved in any of the following activities : Insider deals ? 

Secretary Dillon. I would, think again that is a question for the 
IKS. _ I think that all we do is administer the present tax law, and I 
would be surprised if they go beyond that. 

The Chairman. Stock price manipulations ? 

Secretary Dillon. The same answer. 

The Chairman. Margin trading ? 

Secretary Dillon. The same answer generally. 

The Chairman. Speculation in commodity futures. 

Secretary Dillon. The same answer. 

The Chairman. Short sales ? 

Secretary Dillon. The same answer. 

The Chairman. Acting as unregulated sources of stock market 
credit ? 

Secretary Dillon. The same answer. 

The Chairman. Speculation in oil wells ? 

Secretary Dillon. The same applies. 

The Chairman. Involvement in corporate proxy fights for control 
of companies whose securities are listed on the Exchanges ? 

Secretary Dillon. The same answer. 

The Chairman. During your term of office has the Treasury, on its 
own initiative, ever forwarded to the SEC information regarding 
foundations activities in the following areas : Involvement of f ounda- 
Irons in corporate proxy fights for control of companies whose securi- 
ties are listed on the Exchanges ? 

Secretary Dillon. I would bo very surprised if they have. I as- 
sume not. But the IBS would have to answer that question. 

I he Chairman. Involvement of foundations in insider deals* 

Secretary Dillon. The same reply. 

la The Chairman. Involvement of foundations in stock price manipu- 
Secretary Dillon. The same answer. 

The Chairman. Speculative activity and margin trading' of founda- 
tions ? 

Secretary Dillon. Same reply. 

The Chairman . Short sales by foundations ? 

Secretary Dillon. The same answer. 

The Chairman . F oundations as unregulated sources of credit * 

Secretary Dillon. Same reply. 

The Chairman. Speculation in commodity futures ? 

Secretary Dillon. Same reply. 

The Chairman. Do you consider short sales to be a proper practice 
tor a tax-exempt foundation ? 

Secretary Dillon. I think you asked that question before, and I 
thought I said I did not think so. 

The Chairman. Schedules submitted by the Lillia Babbitt Hyde 
h oundation, of New York City, show acquisition date of October' 19, 

1962 and sales date of March 5, 1962 on 2,000 shares of Pacific Gas & 
Eiectnc common. The gross sales price for the 2,000 shares was $70,- 
750 with the foundation showing a gain of $9,052.55. 
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Similarly, schedules submitted by the C1 ar k Foundation, of New 
York City, show acquisition dates of July 27, 1962 to July 3°, 19 62 
and sales date of February 28, 1962 on 700 shares of -Westing house 
Air Brake common. The gross sales price for the lOO shares was 

$20,387.50, showing a loss of $4,410.49. , . oo1oa 

On the surface, would these two cases seem to indicate short sales 

on the part of the Hyde and Clark Foundations • . , 

Secretary Dillon. As I gather, the sales were prior to the purchase. 

That is a question that I think that SEC could better answer than I 

Ctl It is not necessarily short sales because they may have already had 
some of those securities in their portfolio, and simply sold some, and 
then decided they wanted to add to their investment 6 months later, 
and then bought some more. That is a possibility. I would have to 
know what the facts were to have a real opinion. 

The Chairman. There is also indication that, during the period 
of December 1, 1961, through June 30, 1962, certain foundations sold 
stock which they repurchased not too long thereafter For example, 
the Mary Reynolds Babcock Foundation, Winston- Salem, North Car- 
olina, sold 30,000 shares R.J. Reynolds Tobacco Common on Decem- 
ber 28, 1961 for a sales price of $2,398,820.49, approximately $80 per 
share, showing a gain of $2,096,195.49. On March 29, 19 62, the foun- 
dation repurchased 10,000 shares of the same stock at a cost of $670,000 

01 In "another case the Cummings Foundation, of Chicago, on April 
9 1963 sold 1100 shares of Metro-Goldwyn-Mayer Common lor $47,- 
300 (roughly $43 per share) , showing a loss of $19,505. Subsequently, 
on June 7, 1962 and June 18, 1962, the Foundation repurchased A, 000 
shares of Metro-Goldwyn-Mayer Common at a cost of $32,199 

(r Mr gl Nathan P Cummmgs, Chairman, Consolidated Foods Colora- 
tion (listed on the big board), is formed and President of the Cum- 
mings Foundation and a director of Metro-Goldwyn-Mayer. 

The David, Josephine and Winfield Baird Foundation, of New 
York City, is a similar case. During the period January 31, 19b2 
through March 6, 1962, the Foundation sold 4,900 shares of Metro- 
Goldwyn-Mayer Common for $261,837 (roughly $53 per share) , show- 
ing a profit ol $2,985. Subsequently, during the period of March 22, 

1962 through June 15, 1962, the Foundation repurchased 4,400 shares 
of the stock at a cost of $185,240 (average cost roughly $42 ; per share) 

The Baird Foundations have also been substantial purchasers of stocks 
of Consolidated Foods Corporation. In turn, Mr. hathan Cum- 
mings and Consolidated Foods have been substantial contnbutois to 

th Imyour view do these transactions of the Babcock, Cummings, and 
Baird Foundations represent any special problem areas . 

B Secretary Dillon. I don’t think so. It seems to me m this case from 
the date you mention, Mr. Chairman, although on further study I re- 
serve my right to change that view, but from first hearing those sales 
took place at a time when the stock market was close to or at an all 
time high level, which was in late 1961 and early lJo^. 

Thereafter the stock market, as you all recall, went much lower, and 
finally had what was called a crash in the end of May, and the prices 
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di ; o W ed ,y er y precipitously, and I can well understand any investor, 
whether it is a foundation or anyone else, when they saw the low prices 
of stocks which they know of and understood, the price that they 
reached that June, they decided to step in and buy, and I think they 
would be more likely to buy stocks they knew about than ones they 
didn t_ know about. For that reason offhand I wouldn’t think that 

feZfenT 5 ' SUrPrlSi ° g ° r bld *>«* «-* 

The Chairman. Has the Treasury collected and collated any in- 
oi mation as to the extent that foundations are involved in speculation 
and trading on margin ? 1 

natur retary DlJL0N ' No ’ we haven’t any general information of that 

The Chairman. Has the Treasury collected and collated any data 
on the subject of foundation involvement in corporate proxy finhts* 

tliafeithe?' IlIL0N ' 1 don ’ t think we have an .V T overall information on 

“ “ tomdati<m b ‘ 

Secretary Dillon. As I said earlier, I think there would be situa- 
tions where, m the protection of the investment they have, a foundation 
should have the right to vote its stock. I think a prohibition of that, a 
complete prohibition, would be unwise as long as foundations are al- 
lowed to own substantial amounts of any one company 
It you had diversification rules, a situation where a foundation only 
each company then maybe it would be one could 
“^shoaMn t get into proxy fights. They would have the 
^ th eir se , cm T JCS lf thc .V didn’t like the new man- 
agement. But where a foundation is heavily involved in a particular 
security, and there is a contest between two managements, and they 
feel one of them is good and the other is bad, I think they not only 

managemeJd 1 * ^ duty t0 V ° te f ° r the ° ne the ^ think ^ the best 

Mr 16 ^ shall ask Mr. Olsher to continue. 

Would you agree that— to the extent that foundations 
may become involved m proxy fights for control of companies whose 

i U ’ e llSt6d ™ Exc hanges— they are subject to the same 
filing and disclosure requirements as any other participant? 

Secretary Dillon. I would think so. 1 

tJS’'- C ! LSHER ' is e / ery indication that foundations have en- 

J proxy fights. According to press reports, there have been 

"' f ® u °h cases. In 1960, during the battle for control of 
the Lndicott-Johnson Corporation, the Albert A. List Foundation 

the B T y M m Tr C T‘’ u 6C T e 5 h 4 > 0 °0 shares of Endicott- Johnson from 
bv M; A ,?S.P A n r F T d i NeW York 9 ifc y- These shares were used 
K *<> «»quire control 

Our records indicate that, on February 20, 1959, a security analvst 

mplo y ed by Jemkap,_ Inc., submitted a memorandum to the J. M 

Ivaplan Fund, which is connected with Jemkap, stating as follows: 

Endicott- Johnson Corporation may be a likely target for a “take-over” 

Abound ^oflttile ^ net worth P^ition to be “sweetened” by a 

rebound profit-wise. The common stock of Endicott-Johnson Corp. is un- 
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usually cheap on the basis of both its rich balance M > and 

power about to materialize. As against a seemingly limited o “ 0 th ® 

on' 5 tht he umide aP An e evey g i C eXr E ‘gLA^uldTesuU market-wise if control of 
this 1 company were in Unhands of interests aimed at acquisition or merger. 
Endlcott-Johnson should prove to be a well-heeled investment. 

Also according to press reports, during the struggle over tne Al- 
leghany Corporation between Allan P. Kirby and the Murchison 
Brothers, the Fred M. Kirby Foundation purchased AUeghany shares 
despite the fact that the shares had not previously paid a. dividend 
Secretary Dillon. I would like to say m connection with proxy 
fights that where the capital of a foundation is used alongside o 
other capital of an individual to try to gain control of the company, 
that would probably be m the area which I would call self-dealing, 
and that is something which I would not favor and would not think 
is proper. The kind of proxy situation where I think it ^proper 
for 1 a foundation to vote its stock in a proxy fight is quite diflerent 

from apparently the two kinds you have mentioned. 

The Chairman. Would you agree, Mr. Secretary, that the SEC 
should be alerted to the possibility of a foundations involvement 

in insider deals and stock price manipulations .- ..... . « 

Secretary Dillon. I tWk the SEC has full responsibility m all 
those areas, and certainly if there is any problem there, it would 
be helpful if they know about it, because that is what they have 
offices for in New York, and they have rules, reports, and they should 

k* The ^Chairman]. For some time, we have been looking into the 
stock market activities of the 546 foundations under study by this 
Subcommittee. Although the study is not complete as if > Prelimi- 
nary figures indicate that, during the period 1951 through 1961, the 

546 foundations sold over $8 6 bfflion of securhresshowingacapitM 

gain of over $1.8 billion. These figures include $3.7 billion of stock 

that, durinj the period of Decern- 
ber 1, 1961 through June 30, 1962 (the period of the big plunge of 
1962), the 546 foundations sold 8.4 million shares of traded stocks for 
a sales price of $565 million showing a gam of over ^ 4 |1 million. 
During the same period, the 546 foundations purchased 4.4 million 

amount of market 

“sSStak f D™r “»°Well, I would hare to know a little nj"™ about 
the breakdown. It sounds like it is fairly sizable, but. I do know that 
during that period the Ford Foundation was placing large blocks of 
Ford stock on the market for the purpose of diversification, and 1 
don’t know whether that is included or how important it is m there, and 
I do know that there have been similar situations where founda- 
tions have found themselves with one company where they had a 
very large investment, and they felt they should diversify. 

Now I think that sort of ceiling is normal and good. Selling for the 
purpose of making gifts, if that is done, is perfectly good. As I said, 

I don’t believe that there should be any great deal of speculation by 
foundations. 


Approved For Release 2004/04/08 : CIA-RDP67B00446R000300020094-4 



Approved For Release 2004/04/08 : CIA-RDP67B00446R000300020094-4 

TAX-EXEMPT FOUNDATION'S : IMPACT ON SMALL BUSINESS O0 

To the extent this indicates that, I wouldn’t think it was good, but 
I would have to go into the details far more than I have to have a 
worthwhile opinion. _ 

The Chairman. Would you agree that there is ample evidence that 
foundations’ speculation is not limited to _ stock transactions? 

Secretary Dillon. I don’t have the evidence to answer that as of 
now. 

The Chairman. Would you agree that there is ample evidence that 
foundations have risked their assets in oil ventures, commodity fu- 
tures, and even third mortgages on Miami Beach hotels ? 

Secretary Dillon. I imagine from the question that your studies 
have shown that to be the case. I am not aware of specific examples 
of that, but if you say so, I imagine they exist. 

The Chairman. Would you agree that a foundation can be a source 
of unfair competition arising from active use of foundation assets by 
donors or trustees for private business ends? 

Secretary Dillon. They can be. They shouldn’t be. _ 

The Chairman. Would you agree that there are an infinite number 
of ways in which foundation assets or income can be used for the pre- 
ferment of one set of private persons over another ? 

Secretary Dillon. I assume there are all sorts of ways that, founda- 
tion assets could be used or abused. The point of our study is to try 
to come up with recommendations that will stop any abuses there may 
be so that actions of all foundations would be the same as the actions 
of the great majority of foundations in terms of assets — again I say 
in assets — which I am sure have been perfectly proper. 

The Chairman. Would you agree that foundations’ moneylending 
activities put them into unfair competition with private lenders and 
also give the foundations an element of influence over a wide range of 
business ventures ? 

Secretary Dillon. It could be, if they are too active in that area. 

That could happen. Some of the things that your Committee has 
reported are of that type. 

The Chairman. Would you agree, Mr. Secretary, that foundations’ 
moneylending activities may present problems, such as preferential 
rates of interest ? 

Secretary Dillon. It is possible. 

The Chairman. Would you agree that, at present, the only restraint 
on a foundation’s moneylending appears to be that loans must carry 
a “reasonable” rate of interest and adequate security, and that nothing 
prevents the foundation from making loans to its founder or his 
family, the businesses under his control, or a donor ? 

Secretary Dillon. Generally, you are absolutely correct. That is 
what the law provides, and that is one of the things that we think 
should be changed. 

The Chairman. Would you agree that foundation tax returns 
should require schedules of loans receivable, showing the name ana 
address of the debtor, purpose for which each loan was used by the 
debtor, information as to whether the loan is secured by note, date 
made, face amount, interest rate, due date, date paid, and collateral 
pledged for each loan ? 
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Secretary Dillon. I think that may well be advisable, to have full 
reports of the assets of foundations arid that will include loans as well 
as holdings of real estate, common stock or anything like that. If you 
had a full report, you would have most of the information that you 
read out there. However, the Internal Revenue Service has been giv- 
ing considerable study to the form required, and one of the problems 
you have is that you can ask for all sorts of information which might 
be useful in a particular case, but you have to take into accomit the 
broad band of the cases and not ask for everything from everybody. 

The same would apply to an individual income tax return. We could 
think of all sorts of questions that would be nice to know, but we get a 
tax return instead of being four pages long would be twenty or thirty 
pages long. 

The Chairman. Would you agree that foundation tax returns 
should require schedules of loans payable, showing name and address 
of the creditor, purpose for which each loan was used by the founda- 
tion, information as to whether the loan was secured by note, date 
made, face amount, interest rate, due date, date paid, and collateral 
pledged for each loan ? 

Secretary Dillon. Again, that might be useful, but it is a difficult 
question as to whether there is enough information that would be worth 
extending the return that long without getting it too complex. I just 
don’t know what the answer to that would be, because it would. compli- 
cate, the return. 

If this was being done in enough volume so it was worth while, then 
I think it would be a good, thing to do, but I would like to know more 
about what the problem is before saying yes or no to whether the 
return should be that complex. 

The Chairman. Would you. agree that the repeated misuse of a 
foundation’s funds could conceivably be prevented if detailed sched- 
ules of loans receivable and payable were required on foundation tax 
returns ? 

Secretary Dillon. Well, to the extent foundations’ funds are mis- 
used they shouldn’t be misused at all — to the extent they are misused 
through either making loans or receiving loans, it would help by asking 
for reporting. " 

But I am not certain that that is the proper answer. The proper 
answer may well be to enact legislation which prevents loans or trans- 
actions of any sort with donors or donor controlled individuals or sis- 
ter relations of that type, and that might answer the problem much 
more clear-cut than having to complicate the returns of all foundations 
m order to capture a few of them that are doing something thev 
shouldn’t be doing. 

The Chairman. In your view should a foundation be permitted to 
borrow funds for purposes of speculation ? 

Secretary Dilion. No, as a general rule I would not think that is 
proper. 

The Chairman. In your view should a foundation be obliged to 
have an independent audit annually by a certified public accountant ? 

Secretary Dillon. Again that is a question of the size of the foun- 
dation. Certainly I think any large foundation should. But when 
you have a smaller foundation, I am not certain that that requirement 
of an every-year audit is necessary or even feasible. But certainly to 
the extent of any size, I think that that is a proper thing. 
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The Chairman. In the course of its administration of the various 
regulations concerning foundations, does the Treasury investigate 
loans to determine whether statutory standards are being met . 

Secretary Dillon. You would have to ask the IRS that. I wouldn't 

The Chairman. Would you agree that it is a considerable competi- 
tive advantage to a borrower to have a ready source of cash, even if it 
is fettered with the statutory standards of a reasonable rate of inter- 
est and adequate security — in other words, to have a ready source ot 
cash without having to assume a responsibility to banks or stock- 
holders? , , . . T . 

. Secretary Dillon. I think that might well be. Again I think that 
the problem there would be taken care of with a provision against self 

dealing. . , . 

The Chairman. In the course of its administration of the various 
regulations concerning foundations, does the Treasury examine the 
foundations to determine whether donations of notes receivable by the 
foundations mav be attempts to conceal bad business loans ? 

Secretary Dillon. Yes. You see at least since 1962 when the form 
990-A was changed, foundations are required to specify what their 
receipts are, and naturally that enables us to take a look at anything 
in the nature of contributions of receivables or contributions of prop- 
erty that is indeterminate in value and requires a much closer look to 
be sure it has been valued properly. 

I am sure the Internal Revenue Service is able to do that, and does 
do that much better now than it did in the past. In the past they 
didn’t do it because, as I have pointed out before, the 990-A until 1962 
merely called for the amount of a contribution; it didn’t require a 
description of the contribution. 

The Chairman. I shall ask Mr. Olsher to continue. 

Mr. Olsiier. During your term of office has the Treasury, on its own 
initiative, ever forwarded to any Congressional Committee informa- 
tion regarding donations by foundations which were made to conceal 
bad business loans ? 

Secretary D ill on. My guess is it has not, because I think anything 
that has been forwarded to Congressional Committees would presum- 
ably be forwarded by the Treasury, and I know of no such thing. 

Mr. Olsher. By way of illustration, here is a problem that can re- 
sult sometimes from bad business loans. This is a letter from Dr. W. 
Randolph Lovelace, II of the Lovelace Foundation in Albuquerque, 
New Mexico. It is addressed to Mr. David G. Baird, Baird and Com- 
pany, 65 Broadway, New York. It deals with a donation that was 
given to the Lovelace Foundation by one of the Baird Foundations. 
Dr. Lovelace states as follows : 

It was very distressing to us to hear that the Western Television Company 
was not planning to pay the notes as they became due starting July 1. As you 
know, we have been steadily expanding our program and we had budgeted 
these funds for use this year. Failure to receive these funds as expected will 
force us to curtail part of our program unless we are able to raise the money 
in some other way. Do you thinlc it would be possible to discount these notes, 
or is there any possibility that Western Television might be able to pay them 
after all? 

The Internal Revenue Service is on record as having advised certain 
foundations as f ollows 
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Mr. Roosevelt. Could I interrupt there a minute ? I think it ought 
to be clear on the record that there ought to be some supporting evi- 
dence that that is an attempt to conceal a bad debt. I mean simply 
reading a letter doesn’t make it a bad debt per se. Would that be a 
fair statement, Mr. Secretary ? 

Secretary Dillon. I would think it would. I am not aware of the 
details of the transaction at all. 

Mr. Roosevelt. I am not either. I do not know anything about it. 
Referring to the donation, in other words, it is perfectly conceivable 
that a donor might make a donation at that time without having any 
knowledge or any willful part in making a donation which turned out 
not to be a good solid contribution. 

Secretary Dillon. It is perfectly possible, yes. 

Mr. Roosevelt. I would not like the intimation to just rest on that. 

Secretary Dillon. That is right. 

Mr. Roosevelt. That it was necessarily so. If the committee has 
evidence that should be put in. It still does not mean that the con- 
tributor knew that at. the time he made the donation. That is what 
I am trying to get at. 

Secretary Dillon. Yes. 

The Chairman. There will be additional testimony. 

Mr. Olsher. The IRS is on record as having advised certain founda- 
tions as follows : 

Any further use of your funds to acquire mortgages or mortgage loans may 
jeopardize your tax-exempt status. Further, the use of borrowed funds to 
acquire income-producing property may also jeopardize the status of an other- 
wise tax-exempt organization. 

One part of our study relates to the moneylending and borrowing 
activities of 546 foundations. To this end, we required the foundations 
to submit schedules of all loans receivable and loans payable during the 
period of 1951 through 1962. There is indication that funds loaned 
out by those foundations during the period 1951 through 1962 is about 
$841 million. Their borrowings total $251 million. 

Our study is far from complete, but a preliminary examination of 
some of the loans receivable indicates that 22 foundations made loans 
of $19 million to assist borrowers in purchasing securities. 

A similar preliminary examination of some of the loans payable 
indicates that 23 foundations borrowed $17 million for the purpose of 
purchasing securities. 

We will need additional information from many of the foundations 
in order to determine the exact purpose of funds loaned out or bor- 
rowed. For example, some of the foundations state that certain loans 
were made for “general corporate purposes.” There is no indication 
whether “general corporate purposes” include the purchase of secu- 
rities or other assets. 

Mr. McCulloch. Might I ask a question there? 

The Chairman. Certainly, sir. 

Mr. McCulloch. Is that the end of that communication ? 

Mr. Olsher. Yes. 

Mr. McCulloch. And there is no description as to the meaning 
of the phrase “general corporate purposes” ? 

Mr. Olsher. No, not in the schedules they submitted to us. We will 
have to request additional information on those. These figures that 
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I cited include only those schedules that showed the purposes which 
were specific and which could bo understood, such as purchase of 
securities. 

Mr. McCulloch. And you do not have the articles of incorporation 
of the corporation in question or the foundation in question which 

would describe the ordinary corporate purposes? 

Mr. Olsher. Yes, sir, wo have their charters and their corporate 

^GfcCuLLOCH. And are they authorized to engage in such activ- 
ities ? 

Mr. Olsher. We would have to check each and every one. 

Mr. Roosevelt. Mr. Chairman, may I ask a question. Do not 
most charitable foundations, in their articles of incorporation, as you 
may know from your general knowledge, specifically include that 

^Secretary Dillon. I think usually the charters as written by lawyers 
are written very broadly and include all sorts of powers whether or 
not they are expected to be used, so I think the answer to your ques- 
tion is probably yes. , HIT ,r T. , , 

Mr. Roosevelt. So again a question here, Mr. McCulloch, and not 
being a lawyer I may be out of my depth, but as I understand it, 
it is really not a question as to whether what may have been done was 
leo-al It may have been the power of the foundation from a legal point 
of view but whether or not perhaps it is good public policy for which 

there should be some future course taken. , . , 

Mr. McCulloch. Yes. I understand that. I was asking the ques- 
tion so that the Internal Revenue Service could be completely informed 
on whether or not the activity in question is one that would continue 
to entitle them to the tax exemption. . 

Mr. Roosevelt. That would, of course, require a definite finding as 
to whether or not certain actions were to be prohibited by r edera 
law, because otherwise the Internal Revenue Service would have no 
basis to go on for declaring them not eligible for tax exemption pur- 
poses unless they had violated some Federal law, so long as what they 
did was within" the power, the corporate power, under the charter 

granted to them by a certain state. . . 

Mr. McCulloch. Well, it may not be that which is prohibited by 
Federal law. It might on the other hand be that which is authorized 

and w T ould still result in a tax exemption. . , 

The Chairman. In the course of its administration of the various 
regulations concerning foundations, does the Treasury examine the 
foundations to determine whether they are violating any Civil Aero- 
nautics Board regulations? „ , 

Secretary Dillon. You will have to ask the IRS. I don t. think so. 

The Chairman. During the term of your office has the Treasury, on 
its own initiative, ever forwarded to the CAB information regarding 
any foundation’s violation of CAB’s regulations. 

Secretary Dillon. You will have to ask the IRS. . 

The Chairman. The Bureau of Enforcement of the Civil Aero- 
nautics Board contends that financial institutions lending money to 
airlines may come under CAB jurisdiction through terms of the loan 
agreements. 
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This was the Bureau’s contention in the complaint of Hughes Tool 
Company v. Metropolitan Insurance Company, the Equitable Life 
Assurance Society of the United States, Irving Trust Company, Dillon 
Read & Company, Inc., Ernest It. Breech, Ben -Fleming Sessel, James 
F. Oates, Jr., Harry C. Hagerty, Charles C. Tillinghast, Jr., Pan 
American World Airways, Inc., and Juan T. Tripp. 

Hughes Tool Company alleged that Equitable Life Assurance 
Society of the U.S., Metropolitan Life Insurance Company, and Irving 
Trust Company acquired control of the Trans World Air Lines with- 
out prior CAB approval in violation of section 408 of the Act. This 
allegation turns principally on whether the lending institutions may 
be held to be “persons engaged in a phase of aeronautics” and thus come 
™Jer the provisions of the 1958 Federal Aviation Act, which require 
CAB approval of the various corporate relationships in the aviation 
industry. 

According to the Bureau of Enforcement, “the issue here is not 
the fact of borrowing money or establishing a normal debtor-creditor 
relationship. The issue is whether the terms of the loan agreements 
inject the lending institutions into managerial functions.” 

Would you say that a foundation that lends millions of dollars to 
businesses year after year can be classed as a “financial institution ” 

Mr. (secretary ? ’ 

Secretary Dillon. I think it would depend on the circumstances. 
Certainly I can see some foundations who would lend money to busi- 
nesses that would not be financial institutions. I don’t know whether 
the r ord Foundation lends money or not, but it wouldn’t be a finan- 
cial institution as I would define them. 

The Chairman. From September 28, 1960 through July 20, 1962 
the Ford Foundation loaned $3 million to Continental Airlines, Inc! 
at by 4 percent-6i/^ percent interest, due December 31, 1972. Accord- 
ing to the Foundation, Continental Airlines used the loans to purchase 
new equipment. 

• T ie T- shoul<l the Ford Foundation be classed as a financial 

institution lending money to an airline ? 

Secretary Dillon. I wouldn’t think so. 

( Discussion off the record. ) 

. Mr - Olsher. This deals with moneylending activities of founda- 
tions which we discussed earlier. Our records indicate that, during 
the period of 1951 through 1962, the Ford Foundation made loans to 
commercial organizations of at least $300 million. This excludes the 
following types of loans receivable: U.S. government obligations: par- 
ticipations m loans made by the International Bank for Beconstruc- 
tion and Development; short-term certificates of deposit of banks- 
short-term commercial paper; short-term fixed and time deposits with 
commercial banks; deposits with U.S. savings banks; and corporate 
bonds purchased through regular bond market channels. 

n at least one instance, a loan was made to assist a borrower in pur- 
chasing securities This was a loan of $5 million to Rapid-Amerlcan 
Corporation for the purpose of acquiring McCrory Corporation Com- 
mon fetock. The loans m the amounts of $3.5 million and $1.5 mil- 
lion were made on May 18, 1962 and on J une 14, 1962 respectively. In- 
terest was 5% percent ; due date is June 1, 1976 ; and collateral pledged 

is common stock of McCrory Corporation. F b 
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Mr. Roosevelt. Is this a question to the Secretary ? A proper finan- 
cial transaction for a foundation? ct „tement on 

Mr. Olsher. This is a continuation of an earlier statement on 

“SSa^DiLLON. I didn’t understand that was a question 

The Chairman. Are there any special problems relating to foun- 
dations that make gifts abroad, Mr. Secretary ? 

Secretary Dillon. That make gifts abroad ( 

Secretary R DiLLON. Under our law, a foundation that is domiciled in 
the United^ States can have activities abroad. The Rockefeller Foun- 
dation for instance, has done a lot of medical research and medica 
work abroad. The Ford Foundation is doing a lot of work m under- 
levlped countries, and I don’t think there is anything wrong with 

^Mr Roosevelt. Mr. Chairman, may I just ask this. . 

Mr Secretary, there is some kind of regulation, however, I bcheve, 
which says if a domestic foundation puts more than a reasonable 
amount of its money abroad, I believe it may stand to lose its tax- 
exempt status. I know that in the Eleanor Roosevelt Cancer Founda- 
tion when we were considering a fellowship program which largely 
would go to international research students, that the Treasury th 
was submitted to the Treasury and the Treasury made some comment 
that in this particular case, as long as it was m proportion to the total 
that was being used, it didn’t involve any problem, but warned us 

^slcrSafyD™. There is no restriction on the amount of money 
which a bona fide domestic charity may spend abroad. What you may 
be referring to is a limitation which disallows deductions for contribu- 
tions made to a domestic organization which is organized solely to 
Contributions in the United States for a foreign chanty and 
the domestic organization exercises no control over the use to which 
the foreign charity puts the funds. However, that limitation does not 
apply to bona fide domestic charities merely because they conduct 

their charitable activities abroad. „ ,, T 

The Chairman. In the course of its administration of the various 
regulations concerning foundations, does the Treasury examine the 
foundations to determine whether their foreign operations may be m 

t0 Secretary Dillon. I would think you would have to ask the IRS 

th The’ChiAiRMAN. During your term of office has the Treasury, on its 
own initiative, ever forwarded to Congressional committees, the State 
Department, or the White House information concerning any founda- 
tion’s activities abroad which may be m conflict with our government s 
policies ? 

Secretary Dillon. Not to my knowledge. 

The Chairman. How much did all United States foundations spen 

on overseas donations in 1963 ? 

Se°cXaIy D^lo^ TXn’t have that. I think we might be able to 

get it. I don’t know. 

The Chairman. Will you furnish it ? 
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Secretary Dillon. If we can get it I will be glad to. 

(I lie information submitted by the Treasury follows:) 

a n T nVf^ a V? eVe f Ue . S . eryice ’ a reeords d0 not Indicate the amount spent by 
?i!L U ' S ' tonndations for international projects. However, according to informal 
tion contained m the Foundation Library Center’s Directors the larger founda 

siornf ° Ur SfUtly ha - s stirred U P considerable Congres- 

s nal interest m the ever- increasing outpour of foundation funds tn 

foreign countries. In the minds of many Congressmen there is a bin 

Sitted to°snend^ r °f gl '^ s “‘“fed that foundations should bf 

SieTitill ifuen? S e n UlldS abr ° ad - These Me mbers believe that 
ri.ni a lu tent Congress was to grant tax exemption to foun- 

Sta tP« tt t ie t T P<>Se of aiding charity, education, etc P in the United 
States Hence they are disturbed over the mounting flood of foun- 
dation funds into foreign activities. ” 0un 

Here are a few illustrations of foreign expenditures : 

tion ?ppropriated y S? Sfft fP te J nhor 30 > ^2, the Ford Founda- 
™ appropriated $45,916,448 for foreign activities. During fiscal 

year ending September 30, 1956, the Ford Foundation’s exnendiWs 
. f f r6 :i?„"l lv i'; iBS w “ e “ of $16 million. ° n P d “ UreS 

for , (> ;ri J " rat,ori of New York paid out $798,402 

m qu! b i i, • Le British Commonwealth nations, 
p * l i e Jawing describes a few expenditures from among the mil- 

fcdiii ol ^vT;Sisr ditures ma<le by Eod " feita 

Donee Amount approved 

WcTu ™“ g aDd “ting the Villa Serbelloni in Italy "siaiTai a 

S m 2 

S! SaSto t ° aM t0 As,a ' AmerieaTtiie"Middle ' 

University College, Ibadan, Nigeria___ -_ ~I""r~I" , 

;|S 

University of Khartoum, Republic 164 ’ 897 

University °of ^ckn^w^' ]fi? tudIe8 ' NW Delh1 ’ Iudi ~a~— S 000 

Poona, India ’ 114,700 

University of Ankara. Turkov 10 7, 159 

Institute of Genetics, "^5^::“:: 

our afd while S thev r h COrd f fl °PP 0S mg aid to countries which “live on 
7 £ r their own resources into arms from Russia.” 

TWnd A g : d J hat 3 ls 18 precisely what has been happening in this 
United Arab Republic. According to press reports, Colonef Nasser 
has been sending a large part of his exportable cotton to the Commu- 

SZZEZZ? ***** for over $10 ° million a y - - ~d 

et . the d ' orcl Foundation has allocated $135,000 to the University 
of Cairo and another $210,000 to the University of Alexandria— all for 

MfSefarWUnhed 6 S'Tt 1 ™ 8 ' 1 shoidd like to ask about, 
secretary . A United States busmess corporation makes this - 
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Mr. Roosevelt. Mr. Chairman, are we going to leave this problem, 
because I want to say a word about that before we leave it. 

The Chairman. Let me finish this. 

Mr. Roosevelt. This deals with the same thing. , nbont 

The Chairman. Here is something I would like to ash : you a • 

A United States business corporation makes a gift to a Umted Sta 
charitable trust. The charitable trust in turn makes a gift of ^such 
funds to a United States charitable corporation. The charitable cor 
poration spends the money for charitable purpos^ abroad. 

Have these funds been used within the United States or Js >os 
sions when the charitable trust pays them over to the charitable 

C °Keta 0 rv ? D illon. I would think probably technically under the 
law they hLf fam not a lawyer, though, and I would have to get a 

]e The^HAiRMAN.' Do you believe that the original intent of Congress 
was to grant tax exemptions to foundations for the purpose of spend- 

in iecretoy n Dnl^N? e Oh, I think clearly it was, because the Rocke- 
feller Foundation has been spending money overseas since its founda- 
tion and I have not heard any Congressional criticism or any mention 

of that in any of the tax writing committees. . , , 

Now, they may feel at present that too much money is being spent. 
Congress may at any time change their view, but certainly 1 don T 
think when it was originally done there was any prohibition against 
spending appropriate amounts abroad of contributions made by 

3tl The Chairman. In other words, you think it is all right for a foun- 
dation to get an exemption from the United States and thereby acquire 
legal use of what would otherwise go into the Treasury of this country, 
and use that money to help other governments abroad ? 

Secretary Dillon. Certainly, the Rockefeller Foundation, as I said 
before, has for many years worked to eradicate disease around the 
world, and to the extent they may help a foreign government by help- 
ing its people, that can be said to help the foreign government It is 
really a question of humanity, and trying to improve the health and 
wellbeing of human beings around the world who are not able to help 

It is the exact same principle as our Point IV program and our 
technical assistance program that we have had for many years as gov- 
ernment programs, and certainly they have been approved year after 
year and are still being approved, so I can t see why the government 
would feel that private individuals or private foundations should not 
do the same thing and relieve the government to that extent from hav- 
ing to do it itself. , , • i 

The Chairman. Mr. Roosevelt would like to ask a question or make 

a statement. T , 

Mr. Roosevelt. Mr. Chairman, I want to say I completely agree 
with the Secretary in his statement which he has just concluded and 
I feel very strongly that while of course the matter can be qv erdone 
and if a foundation is not giving it in the field of humanitarian pur- 
poses, that this could be properly criticized, but as far as I am con- 
cerned, there is no legitimate criticism that I have run across of any 
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of the money which has been spent, whether it be in Latin America or 
whether it be in Africa or whether it be in various places from the 
foundations which have been named that was not for a specific pur- 
pose, which was distinctly in the interest of the United States, in our 
over- all program to help free people remain free. I would regret 
greatly if this investigation in any way was used as an effort to try to 
stop this kind of assistance, which otherwise is going to put an addi- 
tional burden on all the taxpayers of the United States in the way of 
direct foreign aid. 

I feel that this is a proper thing that has been done by the founda- 
tions, and I certainly hope that there is no criticism implied in what 
they have done in this area. 


The Chairman. In the course of its administration of the various 
regulations concerning foundations, does the Treasury examine the 
foundations to determine whether their activities may be contributing 
to the dram of United States gold reserves abroad ? 

Secretary Dillon. We have naturally an interest in the balance of 
payments situation, but we have felt that to the extent that funds are 
used m under-developed countries, they are merely substituting for 
government funds that would have to be used for the same purpose 
and. therefore we have not felt that it was wise or proper to put anv 
limits on that. We have a number of laws in which the Congress has 
exempted underdeveloped countries from provisions which restrict in- 
yestment, for instance, in other parts of the world. The latest was the 
1 Jtm act dealing with taxation of foreign income which exempted un- 
der-developed country investments in that area. I think the great 
majority of these foundations’ expenditures are in under-developed 
areas and are therefore proper. 1 

The Chairman. During your term of office, Mr. Secretary, has the 
treasury, on its. own initiative, ever forwarded to Congressional com- 
mittees, the White House, or other government departments informa- 
lon regarding any foundation’s activities which may be contributing 
to our balance of payments problems ? 

Secretary Dillon. I don’t know of any that we have found or we 
Ii8iv6 iorwarded. 

The Chairman. In the course of its administration of the various 
regulations concerning foundations, does the Treasury examine the 
foundations to determine whether they are making loans overseas that 
may be contributing to our balance of payments problems ? 

Secretary Dillon. 1 don’t think that there is that form of specific 
examination because we have no legal right to tell them not to do that 
they have the same legal right as any other American to make loans 

pStSgmSej wTI p6 tlW3 ' '" raldn ’ t d0 but they w a 

The Chairman. During your term of office, has the Treasury, on 
wi ^initiative ever forwarded to Congressional committees, the 
White House, or other government departments information regarding 
oreign loans of foundations which may be contributing to our balance 
of payments problems ? 

Secretary Dillon. No. We don’t know of any substantial ones, and 
L am sure we have never forwarded such information anyway. 
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The Chairman. Would you agree that foreign loans by foundations 
amounts to a government subsidy being used without government con- 
trol in conflict with government policy ? , , 

Secretary Dillon. No, I don’t think so. It is merely an investment 
‘ of their funds. As I say, I would hope they would not invest them 
abroad at a time when we are in balance of payments difficulties a 

' I would hope most foundations follow that procedure. . 

The Chairman. During the 1961 balance-of-payments crisis, the 
Ford Foundation loaned $33 million overseas— some of the loans to 
industrial nations like France, Belgium and Canada. Would you 
t agree that the Ford Foundation loans to foreign corporations and 
■ governments create a some what bewildering parados . 

\ Secretary Dillon. No. I would say they hurt our balance i of pay- 
iments at the time they were made, but I understand that the lord 
' Foundation, since then, has desisted from this form of operation and 
: has not been making investments overseas of that nature m more 

10 The Chairman. Our government brought home soldiers’ families 
so as to save dollars overseas. Yet the Ford Foundation exported 
',$33 million in 1961. Hence, part of the dollars we saved by separat- 
ing our soldiers from their families was sent back overseas by the 
Ford Foundation. And the irony is that the Ford Foundation op- 
erates on a subsidy from the taxpayers — in the form of tax exemption. 

In the course of its administration of the various regulations con- 
cerning foundations, does the Treasury examine the foundations to 
determine the purpose of their loans to foreign corporations and 
governments ? 

Secretary Dillon. I don’t think so, no. 

The Chairman. During the term of your office has the treasury, 
on its own initiative, ever forwarded to Congressional committees, 
the White House, or other government departments information re- 
garding the purpose of foundation loans to foreign corporations and 
governments ? 

Secretary Dillon. Not that I know of. „ 

The Chairman. Will you agree that if the loans are used by 1 oreign 
businesses — which are not bound by our antitrust statutes to help 
them gain entry to our market, these foreign firms have a competitive 

^Secretary Dillon. If they are made a loan at the standard rate 
of interest, I don’t think they have any particular competitive ad- 
vantage, if they get it from a foundation or a bank, 1 dont think 

it makes any difference. . ,, T t a 

The Chairman. Would you agree that trade practices m the United 
States and the Common Market are quite different % 

Secretary Dillon. I certainly would. . , , , , 

The Chairman. Would you agree that, in Europe, industry cartels 
can cut up the United States market, assigning to certain members 
exclusive territorial rights in certain sections of this country, and 
that our businesses cannot do this without facing violating of our 

antitrust laws ? . 

Secretary Dillon. Yes. The antitrust concept is only rather new 
in Europe.' They are trying to develop some antitrust laws m the 
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Common Market, but I don’t think they will go anywhere near as 
far as ours. 

The Chairman. Would you agree the foundations’ loans to foreign 
corporations could conceivably be helping our foreign competitors 1 
who are not bound by the Sherman Act, the Robinson- Patman Act, » 

et cetera? / 

Secretary Dillon. Well, any loan by an American to a foreign cor- * 
poration presumably helps the foreign corporation, or they wouldn’t 
make the loan, so to the extent that they are made by a foundation, it 
would also help. 

The Chairman. I shall ask Mr. Olsher to continue. 

Mr. Olsher. As you know, the Ford Foundation and the Ford : 
Motor Company have a rather substantial mutual interest. In Jan- - 
uary and February 1962, the Company acquired from the Foundation " 
a large block of the Company’s common stock and in turn disposed \ 
of it to the Deutsche Bank of West Germany. 

Here is the story as submitted to us by the Ford Foundation. 

.The Ford Foundation states that, in the spring of 1961, it initiated 
discussions with Mr. Hermann J. Abs of the Deutsche Bank respect- 
ing the possibility of either placing some shares of Ford Motor Com- 
pany stock with large investors in Germany or, possibly, making a 
public offering. 

The following are quotes from a Ford Foundation letter to me: 

. “After studying the matter, Mr. Abs became convinced that a pub- 
lic offering could be made. He stated that considerably more stock 
could be sold in Germany if the stock were to be listed on one or mote 
German stock exchanges.. Since the only organization that can make 
application for such listing is the issuer itself, namely, Ford Motor 
Company, the Foundation approached that company to see whether 
it would be willing to make the application and incur the expense 
of listing on one or more German exchanges. The Company indicated 
that it was interested in exploring that matter. 

“The terms of the proposed sale and public offering in Germany by 
a syndicate headed by the Deutsche Bank were negotiated in November, 

1961, between the representatives of that bank and the Foundation at 
the Foundation’s offices in New York. It developed during the course 
of the discussions with Ford Motor Company concerning listing and 
concerning the obtaining of common shares for the Deutsche Bank, 
that the Company which has subsidiaries in Germany and many other 
areas of the world, could use the foreign exchange proceeds from such 
a sale in furthering the Company’s business interests abroad.” 

On January 17, 1962, the Ford Foundation executed a contract with 
the Deutsche Bank to sell up to 500.000 shares Ford Motor Company 
Class A stock owned by it to the Bank for the purpose of an offering 
for sale by the Bank and a syndicate of German banks formed by it 
in West Germany of the shares of common stock of Ford Motor Com- 
pany to be obtained by the Bank from the Company in exchange for 
the shares of Class A stock purchased by the Bank. The purchase 
price of the shares to be purchased by the Bank was fixed by the con- 
tract at the market price of Ford common stock on the New York 
Stock Exchange prevailing at the time when the Bank gave notice of 
the take-down, less a discount of 5.25 percent on the first 250,000 shares 
and less a discount of $2 per share on any additional shares purchased. 


Approved For Release 2004/04/08 : CIA-RDP67B00446R000300020094-4 



Approved For Release 2004/04/08 : CIA-RDP67B00446R0Q030002a09 

TAX-EXEMPT FOUNDATIONS : IMPACT ON SMALL BUSINESS 37 

The Foundation, by assignment dated January 23, 1962, with the 
Bank’s consent, assigned the Foundation’s rights under the contract 
to Ford Motor Company on the condition that the Company agreed 
to sell directly to the Bank authorized but unissued common stock on 
the same terms that the Foundation had agreed to sell Class A stock 
to the Bank and to purchase from the Foundation simultaneously with 
the issue and sale of such shares to the Bank an equal number of 
shares of Class A stock at the same price per share which the Com- 
pany received for the common stock sold to the Bank, lhe Company 
also undertook to apply for the listing of its common stock on one or 

more German exchanges. rA nnn 

Pursuant to the contract, the Bank took down 150,000 shares on 
January 25, 1962 at $98.54 per share and 100,000 shares on January 
30, 1962 at the same price for settlement on February 5, 1962; 30,000 
shares were taken down on February 19, 1962 at $103.75 and 8,000 
shares on February 21, 1962 at $105.50 per share for settlement on 
February 28, 1962." On each settlement date the Foundation sold an 
equal number of shares of Class A stock to the Company at the same 
purchase price per share. 

The Deutsche Bank Syndicate marketed the common stock abroad. 

The following describes the Foundation’s proceeds, expense of sale, 
and gain realized from the sale : Number of shares 288,000 ; gross pro- 
ceeds $28,591,500 ; expenses of sale $32,148.38 ; gain $26,831,351.62. 

In the course of its administration of the various regulations con- 
cerning foundations, has the Treasury examined the Ford-Deutsch 
Bank transaction to determine "whether it was set up for the purpose ox 

avoiding taxation of foreign earnings? _ 

Secretary Dillon. Mostly not. I would like to say though, that 
from everything you have said that is a transaction which was emin- 
ently in the interests of the United States, and we are delighted that 
the Ford Foundation and the Ford Motor Company did it. We are 
strongly in favor of companies trying to raise money for their oper- 
ations abroad, raising it abroad, rather than transferring it from the 
United States. In this case this is what happened. The Ford Motor 
Company stock was sold to German investors. Funds were raised, 
and it enabled Ford subsidiaries abroad to expand, and in that wav 
the money came from Germany rather than coming from the United 

States and affecting our balance of payments. 

There has just been a very distinguished committee which studied 
how it would be possible to get foreigners to invest more heavily in 
the United States, to help our balance of payments, which was headed 
by the former Under Secretary of the Treasury, Mr. Fowler, which 
reported to the President a little while ago. One of the chief recom- 
mendations was that large international companies should try to in- 
crease the ownership of their companies abroad, by selling their stock 

abroad. . . 

That is what happened here clearly. From the point of view of 
the foundation, it also represented some liquidation of the tremen- 
dous concentration they had in Ford Motor Company stock, and I 
would think it was probably desirable from that point of view also. # 

Mr. Olsiier. Mr. Secretary, may I also ask you whether there is 
any indication or evidence that there was any attempt to evade taxes 
on foreign profits ? 
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Secretary Dillon. No, not the slightest from what I have heard. I 
don’t think it has any relation to it. 

Mr. Olsiiek. As you know, Mr. Secretary, a new Federal law went 
into effect on January 1 , 1963 with respect to “tax havens.” The new 
law provides that income of certain United States controlled foreign 
subsidiaries will be taxed to their United States parents when earned 
instead of when brought home as dividends. However, it is my under- 
standing that earnings of a foreign subsidiary are subject to immedi- 
ate tax only if more than 50 per cent of its voting stock is owned by 
United States taxpayers. As a result 1 understand that some foreign 
L nited States parent companies. have been selling stock to foreigners 
m order to cut their foreign holdings down to 50 per cent. One way to 
avoid such taxation would be for a United States parent to sell part 
ofits stock in an overseas corporation to a foreigner in its employ. 

During your term of office has the Treasury, on its own initiative, 
forwarded to the SEC information regarding the Ford-Deutsche 
Bank transaction ? 

Secretary Dillon. No, but it bears no relation to what you just 
said about the 1962 Act. It bears no relation whatsoever. I would 
just like to make that clear. 

Mr. Olsiiek. It seems to me that a direct and logical approach would 
have been for the Foundation to exchange Ford Motor Company Class 
A stock for common stock and then sell the common stock, or have the 
Ford Motor Company sell its common stock and use the proceeds to 
buy Class A stock for the F oundation. 

lias the Treasury examined this transaction to determine the bene- 
fits derived by the Ford Foundation and the Ford Motor Company 
from taking the indirect approach in making the sale to the Deutsche 
Bank? 


Secretary Dillon. I don’t see any difference between the Ford 
n oundation acquiring common stock from the Ford Motor Company in 
return for Class A stock, and then selling it to the Deutsche Bank, or 
domg it the other way around, selling their Class A stock to the Ford 
Company and then the Ford Company then selling their common 
stock to the Deutsche Bank. I don’t think there are any benefits in- 
volved at all. 

r, ^ n r \9 I i SIIE jV '^ la t was the gain to the Ford Foundation and the 
b ord Motor Company from using a foreign syndicate instead of an 
American underwriting? 

Secretary Dillon. I think the gain was perfectly clear. If they 
wanted to sell their securities to Germans, probably they could do it 
to better advantage by using Germans to sell to Germans than by 
us ™g ail American banker in New York to sell to Germans. 

Mr. Olslier How did the Ford Foundation or the Ford Motor 
Company benefit from marketing the stock abroad instead of in this 
country ? 

Secretary Dillon. The Ford Motor Company benefited by raising 
money abroad, German money rather than having to transfer their 
own American money overseas for further investment. That also 
greatly helped our balance of payments. 

w XL A\9 S f lm r' WaS there anything that the Ford Foundation or the 
lord Motor Company could not do directly that became possible un- 
der this involved mechanism ? 
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Secretary Dillon. No, I don’t think so. 

Mr. Olsher. _ Has the Treasury examined this transaction to deter- 
mine whether it may have been a device to reduce the Ford Motor 
Company’s equity in its European subsidiary or subsidiaries to a 
point where only dividends actually received from such foreign com- 
panies rather than their profits, are subject to Federal income tax? 

Secretary Dillon. It had nothing to do with the Ford Motor Com- 
pany’s equity in their subsidiary. It was merely a sale of Ford Motor 
Company stock of the United States to Gormans. It has nothing to 
do with their interest in a subsidiary. 

Mr. Olsher. Has the Treasury examined this transaction to deter- 
mine whether it resulted in any income tax advantage to the Ford 
Motor Company? 

Secretary Dillon. No, I don’t think we have, but certainly that will 
be examined in the course of the regular examination of the income 
tax returns of the Ford Motor Company which are examined every 
year. 

Mr. Olsher. Is this Ford Foundation-Ford Company transaction 
an isolated instance or are there other similar arrangements which 
might involve foreign affiliates or subsidiaries ? 

Secretary Dillon. Well, since this did not involve a foreign affiliate 
or a foreign subsidiary, I don’t quite understand your question. But I 
think it was probably that there are not many of this nature because 
there are not many situations that are similar to the Ford situation. 

A very substantial part of the stock of the company is owned by a 
foundation, and it is a world- wide company that is interested in rais- 
ing money for operations abroad. So I don’t think there would be 
many similar situations. I am very glad, as I say, that the Ford Motor 
Company took this tack and we are trying to persuade other com- 
panies to do the same thing, although there is no connection there 
with foundations. 

Mr. Olsiier. Didn’t this involve the foreign affiliates of the Ford 
Motor Company ? 

Secretary Dillon. No. 

Mr. Olsiier. The Ford Motor Company has substantial foreign 
interests. 

Secretary Dillon. Yes, but this has nothing to do with it. 

Mr. Olsher. Nothing at all? 

Secretary Dillon. No. It is selling the parent company’s stock. 

Mr. Olsiier. Mr. Chairman, may I make an inquiry as to how lorn* 
we are going to proceed. It is now ten minutes of six. " 

(Discussion off the record.) 

The Chairman. Would you agree that stock of our industrial and 
commercial enterprises is to an ever-increasing degree passing into 
the hands of tax-exempt foundations ? ' ' 1 

Secretary Dillon. I think that as foundations go and get stock it is 
true that more of it is passing into their hands. I think that is a 
correct statement. 

. Tlle Chairman. Would you agree that this offers boundless tempta- 
tions and opportunities ? 

Secretary Dillon. I don’t think that stock that is passing into the 
hands of foundations year by year is anywhere near as important in 
volume as the stock that is passing into the hands of other tax-exempt 
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organizations such as pension funds, things of that nature, which are 
growing even more rapidly. 

The C hairm an. Would you agree that many foundations have un- 
limited powers to buy, sell, and speculate in stocks, just as if they were 
private investment corporations of boundless powers with no public 
duties or responsibilities, and not dependent on public confidence? 

Secretary Dillon. I think they generally have unlimited powers to 
buy and sell, and that would presumably give them the powers to spec- 
ulate if they so desire, although I think that is an undesirable practice. 

The Chairman. Would you agree that a foundation can serve as a 
holding company device, Mr. Secretary ? 

Secretary Dillon. I would think that that would be possible, yes. I 
don’t know whether it has been done, but it may well have been done. 

The Chairman. Here is an example of a foundation being used as 
a holding company device. 

During the period of 1954 through 1961 the Standard Oil Company 
of Indiana donated to the Standard Oil Foundation of Chicago 489,250 
shares of Midwest Oil Corporation common voting stock, carrying 
value $17,024,750. Undoubtedly _ Standard Oil took its maximum 
charitable deduction for this donation. 

During the period of 1954 through 1963, the Foundation received 
from Midwest Oil cash dividends of $4,111,921.70 and stock dividends 
of $2,449,756.01. 

Subsequently Standard Oil Company of Indiana decided that it 
would like to have the shares back in its portfolio. So, on April 15, 

1964, the Standard Oil Company of Indiana purchased the shares from 
the Foundation for $37,488,781. Such shares represented 20.15 per- 
cent of the outstanding stock of Midwest Oil Corporation. 

I shall ask Mr. Olsher to continue. 

Mr. Olsher. In 1919 the Rockefeller Foundation received a dona- 
tion of Standard Oil Company of New Jersey common stock. The 
number of shares involved in this transaction is unknown to us. As 
a result of stock dividends and splits, the original donation resulted 
in 1 million shares as of February 23, 1962, which the Foundation 
carried on its books at $5,176,006.20. Then, in 1962 the Standard Oil 
Company of New Jersey decided that it wanted the shares. So, on 
February 23, 1962, the Foundation sold the 1 million shares to Stand- 
ard Oil Company of New Jersey for $52,250,000 showing a gain of 
$47,013,093.80 after expense of sale. 

We queried Standard Oil Company of New Jersey with respect to 
its purchase of these shares, and were advised as follows : 

These shares were added to those which were already held in our 
Treasury, and which were used from time to time for various corporate 
purposes, including the satisfaction of options granted under the Com- 
pany’s Incentive Stock Option Plan when requested by optionees. The 
principal use of Treasury shares during 1962 has involved 1,451,820 
shares which our affiliate, Humble Oil and Refining Company, exchanged 
for the assets and business of the Olin Oil & Gas Corporation. 

Subsequently we directed another inquiry to Standard Oil Company 
of New Jersey with respect to its use of these shares and received the 
following information : 

These shares were added to those which were already held in our 
Treasury, and thereupon ceased to maintain any separate identity. 
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However, If a flrst-in-first-out concept is applied it could be said that 
297,615 of the 1,000,000 shares were included in the 1,415,820 shares 
which were exchanged on June 13, 1902, by our affiliate, Humble Oil & 
Refining Company, for the assets and business of the Olin Oil & Gas 
Corporation, The shares used in the Olin acquisition were charged to 
Humble and valued by Humble at a price of $46,875 per share which 
represents the closing price of Jersey stock on the New York Stock 
Exchange on November 13, 1961, the date on which the Letter of Intent 
between companies was signed. The shares were transferred into the 
name of Olin Oil & Gas Corporation on June 13, 1962, on behalf of the 
Humble Oil & Refining Company. 

During the period from June 13 to the close of business on November 
30, an additional 235,157 shares have been used for various corporate 
purposes as follows : , , 

(a) 189,638 shares were used to satisfy options granted under the 
company’s incentive Stock Option Plan as requested by 
optionees i 

Number of shares sold Option price paid bg 

Date of option grant to optionees optionees 

12/3/59 7,300 49.25 


Date of option grant 

12/3/59 

7/7/60 

9/22/60 


3, 000 
179, 338 

189, 638 


(b) 45,519 shares have been used for various corporate acquisitions at 
prices between $50,625 and $54.75 per share. 

On August 31, 1961. four of the Nation’s largest banks sold control 
(60 percent) of the Discount Oorp. of New York, a primary, dealer in 
IJ.S. Government securities, bankers acceptances, and negotiable time 
certificates of deposit. The banks disposed of their private placement 
to institutional investors. The number of shares owned and sold by 
each selling stockholder is as follows : 

afl(lT€8 

International Banking Oorp. (a wholly owned subsidiary of the 

First National City Bank of New York) 9, 998 

Bankers Trust Oo 4 > 9JJ 

Morgan Guaranty Trust Co. of New York Charitable Trust 9, 739 

The Chemical Bank New York Trust Foundation 4, 998 

Total 29 > 734 

According to press reports, the four banks decided to sell their shares 
because their control of Discount Corp. was inviting Justice Depart- 
ment investigation. . . 

In our report of December 31, 1962 to the Subcommittee, we cited m 
some detail the establishment during 1961, of so-called charitable 
foundations by two of the banks: Morgan Guaranty Trust Co. of New 
York, and Chemical Bank New York Trust Company. Judging from 
the information submitted by the banks, it would appear that they had 
created foundations for the express purpose of selling their shares of 
Discount Corp. through their foundations so as to avoid large capital 
gains taxes. 

Although our report of December 31, 1962 contained considerable 
detail on these transactions, it did not carry the names of the buyers of 
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the stock of Discount Corp. of N.Y. We now submit for the record 
the names and addresses of those organizations that purchased the 
stock on August 31 , 1961. 

Five Rockef el 1 er-control 1 ed organizations purchased 6,100 of the 
29,734 shares sold, or approximately 21 percent. The Rockefeller-con- 
trolled shares represent 12 percent of the 50,000 shares outstanding 
on August 31, 1961. Following are the Rockefeller-controlled 


purchasers : 

Shares 

Rockefeller Institute 1, 500 

Rockefeller Brothers Foundation 1, 500 

Colonial Williamsburg, Inc 1, 000 

Sleepy Hollow Restorations, Inc 500 

Chase Manhattan Bank 1, 600 


Total 6,100 


So, a substantial part of the shares of Discount Corp. of New York 
moved from four New York banks to the Rockefellers, who control the 
Chase Manhattan Bank. Additionally, 3,000 shares were purchased 
by the Donner Foundation of Philadelphia (now known as the Inde- 
pendence Foundation). 

On August 31, 1961, Bankers Trust Company, New York City, sold 
4,999 shares of Discount Corporation of New York capital stock to the 
purchasers listed below. 

Number 

Purchaser of shares 

Yale University, Treasurer’s Office, Drawer 1304A, Yale Station, New 504 
Haven, Connecticut. 

Companies of the RoyaDGlobe Group 454 

American and Foreign Insurance Company, Limited. 

The British & Foreign Marine Insurance Company, Limited. 

Globe Indemnity Company. 

The Liverpool & London & Globe Insurance Company, Limited. 

Newark Insurance Company. 

Queen Insurance Company of America. 

Royal Indemnity Company. 

Royal Insurance Company, Limited. 

Thames and Mersey Marine Insurance Company, Limited. 

150 William Street, New York 38, New York. 

General Insurance Company of America, 4347 Brooklyn Avenue. N.E.. 151 

Seattle 5, Washington 

General America Employees Profit Sharing Retirement Trust, Seattle First 84 
National Bank Trustee, 4347 Brooklyn Avenue, N.E., Seattle 5, Wash- 
ington 

Philadelphia National Bank, Account No. 70,027, Philadelphia National 84 
Bank Retirement Fund, Philadelphia 1, Pennsylvania 
Donner Foundation, Inc., 2500 Philadelphia National Bank Building, 504 
Philadelphia 7, Pennsylvania 

Indianapolis Life Insurance Company, 2960 North Meridian Street, Indi- 84 
anapolis 7, Indiana 

American Electric Power System Retirement Trust, 2 Broadway, New York 168 
8, New York 

The Rockefeller Institute, 30 Rockefeller Plaza, Room 5600, New York 21 252 

New York 

Rockefeller Brothers Fund, Inc., 30 Rockefeller Plaza, Room 5600, New 252 
York 21, New York 

Colonial Williamsburg, Incorporated, 30 Rockefeller Plaza, Room 5600 168 

New York 21, New York 

Sleepy Hollow Restorations, Inc., 30 Rockefeller Plaza, Room 5600 New S4 
York 21, New York ' " 

Security First National Bank, Trust Department — Trust B-1520. 561 South 84 
Spring Street, Los Angeles 54, California. 
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Old Colony Trust Company (Two Purchases) , Trustee for Various Pension 403 
Funds, 1 Federal Street, Boston 5, Massachusetts. 

Massachusetts Institute of Technology, 77 Massachusetts Avenue, Cam- 252 
bridge 39, Massachusetts. 

Trustees of Dartmouth College, P.O. Box 31, Hanover, New Hampshire 252 

Massachusetts General Hospital, 45 Milk Street, Boston, Massachusetts 168 

State Street Bank and Trust Co., Trustee under H. P. Hood and Sons, Profit 23 
Sharing Trust General Fund Acct. A, State and Congress Streets, Boston, 
Massachusetts. 

Calvert Fire Insurance Company, Commercial Credit Building, Baltimore 2, 84 

Maryland. 

Whitelaw & Co., c/o The National City Bank of Cleveland, Bast 6th & 126 

Euclid Avenue, Cleveland 1, Ohio. 

Chesapeake & Ohio Railway Company, Employees Pension Plan Trust 126 
Fund, 2800 Terminal Tower, P.O. Box 5507, Cleveland 1, Ohio. 

The Chase Manhattan Bank (3 purchases), 1 Chase Manhattan Plaza, 272 
New York 5, New York. 

U.S. Trust Co., a/c Hampton Institute, Permanent Endowment, 45 Wall 84 
Street, New York 5, New York. 

State of Wisconsin Investment Board, State Capitol, Madison 2, Wisconsin 336 
On August 31, 1061, Morgan Guaranty Trust Company of New 
York Charitable Trust sold 9,739 shares of Discount Corporation of 
New York capital stock to the purchasers listed below. 

Humber 

Purchaser oj Shares 

American Electric Power System Retirement Trust, 2 Broadway, New 328 
York 8, New York. 

Calvert Fire Ins, Co., Commercial Credit Bldg., Baltimore 2, Maryland 164 

The Chase Manhattan Bank (3 purchases), 1 Chase Manhattan Plaza, 522 
New York 5, New York. 

Chesapeake & Ohio Railway Company, Employees Pension Plan Trust 246 
Fund, 2800 Terminal Tower, P.O. Box 5507, Cleveland 1, Ohio. 

Colonial Williamsburg, Incorporated, 30 Rockefeller Plaza, Rm. 5600, 328 

New York 21, New York. 

Trustees of Dartmouth College, P.O. Box 31, Hanover, New Hampshire 491 

Donner Foundation, Inc., 2500 Philadelphia National Bank Bldg., Ph'ila- 983 
delphia 7, Pennsylvania. 

General American Employees Profit Sharing Retirement Trust, Seattle 164 
First National Bank Trustee, 4347 Brooklyn Avenue, N.B., Seattle 5, 
Washington. 

General Insurance Company of America, 4347 Brooklyn Avenue, N.E., 295 

Seattle 5, Washington. 

Indianapolis Life Insurance Company, 2960 North Meridian Street, In- 164 
dianapolis 7, Indiana. 

Massachusetts General Hospital, 45 Milk Street, Boston, Massachusetts— 328 
Massachusetts Institute of Technology, 77 Massachusetts Avenue, Cam- 491 
bridge 39, Massachusetts. 

Old Colony Trust Company, Trustee for Various Pension Funds (2 pur- 787 
chases), 1 Federal Street, Boston 5, Massachusetts. 

Philadelphia National Bank, Account No. 70,027, Philadelphia National 164 
Bank Retirement Fund, Philadelphia 1, Pennsylvania. 

Rockefeller Brothers Fund, Inc., 30 Rockefeller Plaza, Rm. 5600, New 491 
York 21, N.Y. 

The Rockefeller Institute, 30 Rockefeller Plaza, Rm. 5600, New York 21, 491 

New York. 

Royal Globe Group (consisting of companies listed below), 150 William 884 
Street, New York 38, N.Y. 

American and Foreign Insurance Company, Limited. 

The British & Foreign Marine Insurance Company, Limited. 

Globe Indemnity Company. 

The Liverpool & London & Globe Insurance Company, Limited, 

Newark Insurance Company. 

Queen Insurance Company of America. 

Royal Indemnity Company. 

Royal Insurance Company, Limited. 

Thames and Mersey Marine Insurance Company, Limited. 
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164 

164 

43 

164 

246 

655 

983 
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U.S. Trust Co., a/c Hampton Institute, Permanent Endowment, 45 Wall 84 
Street, New York 5, New York. 

State of Wisconsin Investment Board, State Capitol, Madison 2, Wisconsin- 336 
On August 31, 1961, The International Banking Corporation, New 
York City, sold 9,998 shares of Discount Corporation of New York 
capital stock to the purchasers listed below. 

Number 

Purchaser of shares 

Yale University, Treasurer’s Office, Drawer 1304A — Yale Station, New 1, 009 
Haven, Connecticut. 

Koyal Globe Group, 150 William Street, New York 38, N.Y 908 

Included in the Royal Globe Group are : 

American and Foreign Insurance Company, Limited 
The British & Foreign Marine Insurance Company, Limited 
Globe Indemity Company 

The Liverpool & London & Globe Insurance Company, Limited 
Newark Insurance Company 
Queen Insurance Company of America 
Royal Indemnity Company 
Royal Insurance Company, Limited 
Thames and Mersey Marine Insurance Company, Limited 
General Insurance Company of America, 4347 Brooklyn Avenue, N.E., 303 

Seattle 5, Washington. 

General America Employees Profit Sharing Retirement Trust, Seattle First 168 
National Bank Trustee, 4347 Brooklyn Avenue, N.E., Seattle 5, Wash- 
ington. 

Philadelphia National Bank, Account No. 70,027, Philadelphia National 168 
Bank Retirement Fund, Philadelphia 1, Pennsylvania. 

Donner Foundation Inc., 2500 Philadelphia National Bank Bldg., Phila- 1, 009 
delphia 7, Pennsylvania. 

Indianapolis Life Insurance Company, 2960 North Meridian Street, In- 168 
dianapolis 7, Indiana. 

American Electric Power System Retirement Trust, 2 Broadway, New York 336 
8, N.Y. 

The Rockefeller Institute, 30 Rockefeller Plaza, Rm. 5600, New York 21, 505 

N.Y. • 

Rockefeller Brothers Fund, Inc., 30 Rockefeller Plaza, Rm. 5600, New 505 
York 21, N.Y. 

Colonial Williamsburg, Incorporated, 30 Rockefeller Plaza, Rm. 5600, New 330 
York 21, N.Y. 

Sleepy Hollow Restorations Inc., 30 Rockefeller Plaza, Rm. 5600, New 168 
York 21, N.Y. 

Diocesan Investment Trust, By-Security First National Bank Trust Dept., 168 
Trust B 1520, 561 South Spring Street, Los Angeles 54, California, as 
Agent for said Diocesan Investment Trust. 

Old Colony Trust Company (2 purchases), Trustee for Various Pension 807 
Funds, 1 Federal Street, Boston 5, Massachusetts. 

Massachusetts Institute of Technology, 77 Massachusetts Avenue, Cam- 505 
bridge, Massachusetts (39). 

Trustees of Dartmouth College, P.O. Box 31, Hanover, New Hampshire- — 505 

Massachusetts General Hospital, 45 Milk Street, Boston, Massachusetts 336 

State Street Bank and Trust Co., Trustee Under H. P. Hood and Sons 45 
Profit Sharing Trust General Fund Acct. A, State and Congress Streets, 
Boston, Massachusetts. 

Calvert Fire Ins. Co., Commercial Credit Bldg., Baltimore 2, Maryland 168 

Whitelaw & Co., c/o The National City Bank of Cleveland, East 6th & 253 

Euclid Avenue, Cleveland 1, Ohio. 

Chesapeake & Ohio Railway Company, Employees Pension Plan Trust 252 
Fund, 2800 Terminal Tower, P.O. Box 5507, Cleveland 1, Ohio. 

The Chase Manhattan Bank (3 purchases), 1 Chase Manhattan Plaza, 535 
New York 5, N.Y. 

U.S. Trust Co., a/c Hampton Institute, Permanent Endowment, 45 Wall 168 
Street. New York 5, N.Y. 

State of Wisconsin Investment Board, State Capitol, Madison 2, Wiscon- 673 
sin. 
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Secretary Dillon. I would just like to make one comment about 
the transaction regarding the Rockefeller Foundation and Standard 
Oil stock. As I understood it, the Rockefeller Foundation held that 
stock for over 40 years and at the end of the 40-odd year period found 
it advisable that they could sell at a good price, and sold to the Stand- 
ard Oil Company of New Jersey, which then used it as it saw fit. 

I don’t see anything wrong in that from the point of view of the 
Rockefeller Foundation. I would just like to make that clear. 

The Chairman. In the course of its ad m inistration of the various 
regulations concerning foundations, does the Treasuiy examine the 
foundations to determine whether there may be a conflict of interest 
between the advisory roles the foundation individuals hold as trustees, 
directors or officers, and their private financial and business interests ? 

Secretary Dillon. I think if we should have a very clear-cut rule 
against self-dealing, that problem will be solved by itself, because 
there couldn’t be any such conflict. 

The Chairman. During your term of office, has the Treasury, on 
its own initiative, ever forwarded to Congressional committees, the 
White House, or other government departments, information regard- 
ing possible conflict of interest between the advisory roles foundation 
individuals hold as trustees, directors or officers and their private 
financial and business interests ? 

Secretary Dillon. Not to my knowledge, but I think you would 
have to ask the IRS to be certain. 

The Chairman. In the course of its administration of the various 
regulations concerning foundations, does the Treasury examine the 
foundations to determine whether there is interlock between the 
foundation directors, their investment counsels, and brokers? 

Secretary Dillon. I would doubt that, but I would again have to 
ask IRS for full details on that. They probably do in certain cases 
when they think that the transactions are improper. 

The Chairman. During your term of office has the Treasury, on its 
own initiative, ever forwarded to Congressional committees, the White 
House, or other government departments information regarding inter- 
lock between foundation directors, their investment counsels and 
brokers? 

Secretary Dillon. Not that I know of, but you will have to ask 
the IRS, and I don’t know just why we would forward such informa- 
tion. 

The Chairman. Would you agree that interlock between founda- 
tions’ directors, their investment counsels, and brokers could not only 
raise conflict-of-interest problems, but would allow a tightly-knit 
group to operate with great power ? 

Secretary Dillon. It depends on how the foundations operate. If 
they speculate or use the foundation for business purposes, it certainly 
would. But I think the way to cure it is in legislation that would deal 
with what are proper operations by foundations. 

The Chairman. In the course of its administration of the various 
regulations concerning foundations, does the Treasury examine the 
foundations to determine whether there is a conflict of interest between 
the duties of a foundation’s directors and trustees, and their interests 
as officers, stockholders, and employees of business corporations whose 
stock is controlled by the foundation ? 
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Secretary Dillon. I don’t think there is any particular examination 
of that nature at present, but again I think that might come under 
the self-dealing rule. 

The Chairman. During the term of your office has the Treasury, on 
its own initiative, ever forwarded to Congressional committees, the 
White House, or other government departments information regard- 
ing possible conflict of interest between the duties of a foundation’s 
directors and trustees and their interests as officers, stockholders, and 
employees of business corporations whose stock is controlled by the 
foundation? 

Secretary Dillon. Not that I know of. 

The Chairman. In the course ,of its administration of the various 
regulations concerning foundations, does the Treasury examine the 
foundations to determine whether there is any foundation favoritism 
in investments? 

Secretary Dillon. I don’t quite understand what that question 
means, but I don’t think that they do. 

The Chairman. During your term of office has the Treasury, on 
its own initiative, ever forward to Congressional committees, the 
White House, or other departments information regarding founda- 
tion favoritism in investments ? 

Secretary Dillon. Not that I know pf. 

The Chairman. Would you agree that common action on the part 
of the foundations and associates in the purchase and sale of securities 
could limit opportunities for certain companies — for example, that 
this could hinder stock financing of small business and thus slow down 
their expansion plans ? 

Secretary Dillon. I certainly don’t think that that should be the 
case. To the extent that foundations invest their money in business, 
there is more money available for business, so it should help by making 
money available. But I don’t know what the specific instance is. 
There may be somo specific instance you have in mind that I am not 
aware of. 

The Chairman. In the course of its administration of the various 
regulations concemnig foundations, does the Treasury examine the 
foundations to determine whether there may be common action on the 
part of foundations and associates in the purchase and sale of securi- 
ties? 

Secretary Dillon. Common action by foundations in the purchase 
and sale of securities ? Not that I know of. You will have to ask the 
Internal Revenue Service that. 

The Chairman. During your term of office has the Treasury, on its 
own initiative, ever forwarded to Congressional committees, the White 
House, or other government departments information regarding com- 
mon action on the part of foundations and associates in the purchase 
and sale of securities ? 

Secretary Dillon. I would doubt it, but you will have to ask the 
Internal Revenue Service. 

The Chairman. The statutes prohibit a person from serving on the 
boards of two or more competing organizations, any one of which has 
assets of $1 million. Would you agree that the presence, on a founda- 
tion board, of members of the boards of competitors carries with it 
the potential for restraint of competition ? 
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fr,£t? r6tary necessarily an y more than their presence 

together on the board of a museum or an educational institution or 
their service together m a vestry of a church would have the same 
connotation. 

The Chairman. In the course of its administration of various ree-- 
ulatmns concerning foundations, does the Treasury examine the foun- 
dations to determine whether the foundations are channeling income 
and corpus m a direction that may hurt competitors and investors? 

I thiSk t ! - T k that , II V S would ha vc to answer that, but 

i thmh all they look at is to see whether the foundations are following 

the tax law, and I don’t know whether that would be applicable in 

The Chairman. During your term of office has the Treasury, on its 
own initiative, ever forwarded to Congressional committees, the White 
House, or other government departments information regarding foun- 

COrP ” S “ * Lt h " rt 
thfSs Not 411114 1 know of ’ but wo " ld hm to 

The Chairman. In the course of its administration of the various 
regulations concerning, foundations, does the Treasury examine the 
foundations to determine whether a foundation’s services — such as 
research, market studies, etc., are being made available to certain 
businesses on a preferential basis? certain 

? dor !j kno r °/ a jy such cases, and I don’t know 
tiiat the IRS has when they study foundations for tax purposes 

W TLfi e n they °° k a l t iat or not - would have to ask the IRS. ’ 

I he Chairman. During your term of office has the Treasury, on 
ts own imti a tive, ever forwarded to Congressional committees^ the 

WfoiiStton«^ 0th?r goveril . ment de P ar tments information regard- 
g foundations services — such as research, market studies, etc boinv 
made available to certain businesses on a preferential basis ? ’ g 

I^feecretary Dillon. Not to my knowledge, but you have to ask the 

™ T1 i e ^ HAIEMAX ‘ In th ? course of ite administration of the various 
regulations concerning foundations, does the Treasury examine the 
foundations to determine whether foundation income or corpus is 
being used to grant benefits to a company employee * 

(secretary Dillon. You will have to ask the IRS.* 

* !l . e Chairman. During your term of office has the Treasury, on its 
House ^ 'nf'n’ eV6r forwar ded to Congressional committees, the White 
S? “*? » °L other government departments information regarding the 
|° r a foundation s funds to grant benefits to a company employee « 

will have to ask the IRS on tit qSX. 
me Chairman. In your view should a foundation’s income or 
corpus be used to grant benefits to a company’s employees ? 

ThJcHYiRM^W! 1 W ° Uld sa y, under ordinary circumstances, no. 
he Chairman. In your view does a company have a competitive 

1011 13 permi ‘ te ^ to *“■* to toe 

panv Cr6 T l ftor!i IL iY X ' T1 l iS i S a foundation that is formed by the com- 
pany. I don t know whether it would give the company* any com- 
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petitive advantage by granting benefits that way or by granting them 
directly. I just don’t know enough about that to know whether there 
would. 

The Chairman. Would you agree that many of the problems of 
regulating foundations are similar to the problems encountered in 
regulating private pension funds which also have tax advantages and 
which imply or involve a fiduciary relationship ? 

Secretary Dillon. I think there is some similarity there, yes, Mr. 
Chairman. 

The Chairman. One of the broad areas of abuses engaged in by cer- 
tain tax-exempt foundations is what is commonly described as self 
dealing. 

In the ordinary course, would the general run of IRS examiners be 
expected to have the accounting and auditing knowledge and exper- 
ience necessary to deal with the intricacies of self dealing ? 

Secretary Dillon. I think that the men who have now been trained 
and are working on this do have that knowledge. Of course the prob- 
lem is that under the law at present this is permitted. 

The Chairman. A second broad area of abuse engaged in by cer- 
tain tax-exempt foundations is the unreasonable accumulation of in- 
come. This is quite unlike the problem of income accumulation by a 
corporation subject to the income tax. 

In the ordinary course would the general run of IRS examiners be 
expected to have the accounting and auditing knowledge and exper- 
ience necessary to determine that there had been an unreasonable ac- 
cumulation of income, particularly where substantial debt and de- 
preciable assets are involved ? ' 

Secretary Dillon. I think so. This is an area that the IRS has 
been fairly active in, as I pointed our earlier this morning, without 
any great success, because this is an area where it may well bo that the 
penalty, which is revocation of charter, revocation of the tax-exempt 
status of the foundation, is the only penalty. In cases which we have 
taken to court, we have been generally unsuccessful, and the courts 
have been very lenient in describing or in finding unreasonable ac- 
cumulation. 

We feel that there may be some more moderate penalty that better 
fits the occasion and which would result in better enforcement, as we 
would like. I think on the whole, however, the record shows that 
■ foundations distribute more income — not considering, of course, capital 
gains — -than they receive, because they distribute some of their gifts 
directly, and some of them are in the process of liquidating. But over- 
all, I think that the record is clear that they distribute more. That 
doesn’t mean that some foundations don’t have unreasonable accumu- 
lations, and we would like to see that closed up by changes in legis- 
lation. 

The Chairman. A third broad area of abuse engaged in by certain 
tax exempt foundations is speculation in securities and other property. 

In the ordinary course, would the general run of IRS examiners be 
expected to have the knowledge and experience necessary to recognize 
speculation as against investment, a problem not usually, if at all, en- 
countered in income tax examinations? 

Secretary Dillon. You would have to ask the IRS. 
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The Chairman. A fourth broad area of abuse engaged in by certain 
tax exempt foundations is competing with their tax advantage against 
tax paying entities for interest and rental income. 

In the ordinary course, would an IRS examiner have the knowledge 
and experience necessary to deal with this? 

Secretary Dillon. You would have to ask the IRS. 

Die Chairman. A fifth broad area of abuse engaged in by certain 
tax exempt foundations is the manipulation of leases. 

In the ordinary course an IRS examiner must necessarily be able to 
compute the taxable gain or loss in lease transactions. The question is 
would he have t he knowledge and experience necessary to recognize an 
honest short-term lease as against an arrangement designed to avoid 
taxation. 

Secretary Dillon. I would think so, because these leases are very 
general m business and real estate, and they occur or have to be ex- 
amined on many returns, and so I think that knowledge would be 
liable to the average well-informed IRS agent. 

H J. he ( Would you agree that tax-exempt foundation repre- 

sent a complex area involving tax law, accounting practice, SEC law 

and antitrust laws, among other law? ’ ’ 

Secretary Dillon. I would certainly agree. It is a very complex 
and broad area. I certainly agree with you on that, Mr. Chairman 
Die Chairman. How many tax-exempt organizations of all types 
were there at the close of 1963, Mr. Secretary ? yP ^ 

T J xl -1 T ’ 


beci-etary Dillon. I don’t think we have that figure. I think Mr 
Caplin has some figures for you tomorrow which, as I understand 

rU Thl P rrtAT S ° f a i° f a 1111111011 tax-exempt organizations. ’ 

1110 Chairman. Mr. Olsher wants to ask a question 

tiofUUypJ 116 ttairmin “ ‘-—Pt organs 

Secretary Dillon. Yes. I said more than a quarter of a million 
Maybe it is even considerably more than that/ I know it is veiy 

Mr. Olsher. Would it be one million ? 

Secretary Dillon. The figures I saw in Mr. Caplin’s statement do 

Kta? iitoSnTom 1 hi£ igh but 1 think you could probab iy ««* 

thaSS ^ B? th0 ‘ ^ aU cl " ,rchi » “d Mags of 

Mr. Olsher. Yes. 

Secretary Dillon. It might be very large, yes 

thoelid corn i a ,|r 0 00 M “ one point that •* 

Secretary Dillon. That might be, yes It micrht toaIJ i, t , -a 

w" n Parate entity J wllicl1 °f c g ourslt is. ’ ° Sld ' 
f b ® Chairman. Would you agree that the present number and size 
tn ! fou n datums dictates that consideration should be given 

to a regulatory agency approach for their supervision ? g 
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Secretary Dillon. That is one of the things that is being consid- 
ered. It may well be that, after considering the matter further, reg- 
ulatorv agency supervision will be considered a wise thing. However, 
there are all sorts of different animals there. A church is quite differ- 
ent from a pension fund, and both of them are somewhat different 
from a fraternal organization, and it is different from a foundation. 
Whether it is advisable to have a regulatory body to watch over all 
of these institutions is something that I am not prepared to take a 

position on right now. , , , , 

The Chairman. It is not proposed that you have a regulatory body 
over churches, certainly. Would you agree that the General Account- 
ing Office may be the best agency to supervise tax exempt foundations * 

Secretary Dillon. No. 

The Chairman. It would not be ? 

Secretary Dillon. The General Accounting Office, no. 

Mr. Olslier. Do you think, Mr. Secretary, that an annual regis- 
tration fee for tax-exempt foundations would be a form of reducing 
costs to the government, and thus implement the Presidential direc- 
tives in the area of cost reduction? . _ , 

Secretary Dillon. I don’t know what particular costs we have in 
collating and getting together the information on foundations. It 
might be that some small user charge m that field would be useful and 
proper. It is something that I am not prepared to make a direct 

recommendation on at this time. . 

Mr Olslier. Do you think, Mr. Secretary, that a reasonable ie S ls " 
tration fee should be set for each tax-exempt foundation, which would 
enable the government— which after all is the people— to recover a 
small portion of the operating costs involved m conveying special bene- 
fits to tax-exempt foundations ? ,, ,, ■ , 

Secretary Dillon. There is currently no fee imposed for the issu- 
ance of a new tax-exempt ruling, but I would think that would bo 

perfectl^proper^yes^r^ georetary _ you have been very kind and con- 
siderate and patient. We appreciate it. We do not want to deprive 
vou of the opportunity of visiting or meeting with the people that you 
have coming in here to see you tomorrow. We certainly would not 
want to do anything in that direction. Thank you very much, sir. 

Secretary Dillon. Thank you. 

The Chairman. We are adjourned until 10 o clock tomorrow. 

(Whereupon, at 6 :30 pan., July 21, 1964, the subcommittee recessed, 
to reconvene at 10 a.m., Wednesday, July 22, 1964.) 


39 - 915 — 64 - 
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TAX-EXEMPT FOUNDATIONS: THEIR IMPACT ON 
SMALL BUSINESS 


WEDNESDAY, JULY 22 , 1964 

House oe Representatives, 

Subcommittee No. 1 on Found ations of 
the Select Committee to Conduct Studies and 
I- v®™™ or THE Pkoblems of S ^J^Vc7. 

Tlie subcommittee met, pursuant, to call, at 10 a.m, in room 1301, 
Longworth House Office Building, Washington D.C., Hon. Wright 
Patman (chairman of the subcommittee) presiding. 

Present: Representatives Patman and Harvey. ,. T h 

Also nresent: H. A. Olsher. Director of Foundation Studies, John 
J. W illiams, Minority Counsel ; and Eugene Loehl, Assistant Minority 

Chairman. The Committee will please come to order. 

This is the second session of the hearings of Subcommittee Number 
1 on the subject of the Federal Government s supervision of tax exempt 

foundations and charitable trusts. , a, a iWmrlnHnns 

Our study is confined solely to privately control ied founda ons, 
which are escaping taxation and thus creating a greater tax buide 

the following types of exempt organisa- 
tions am ong others: religious organizations; hospitals; educational 
institutions; charitable organizations, which are supported ui whole 
or part by Federal and State governmental units, or primarily by 

contributions from the general public; fraternal org al ^Stons in- 

Thc number of tax exempt privately-controlled foundations in 
creases daily. It is the duty of the Congress to know the resultant 
effects on our economy and to determine what should be done about 
it On behalf of the Subcommittee, I should like to welcome today s 
witnesses former Commissioner Mortimer M. Caplin and Acting Com- 
mission* Mr r Bertrand M. Harding. Mr. Caplin, will yon present 


will you present 


mission JUT. iJCl LltlLLVL .li. wr.vn — . F ' 

for the record the gentlemen accompanying you, please ( 

Mr. Caplin. Mr. Patman, I am here individually, as a private citi- 
zen a practicing attorney in Washington, D.C. Mr. Harding he 
is the Deputy Commissioner. He has brought with him the Chief 
Counsel of the Internal Revenue Service, Sheldon Cohen, mi d the 
Chairman of the Exempt Organization Council of the Internal Reve- 
nue Service, Mitchell Rogovin. . 

The Chairman. Fine. Thank you, sir. You may proceed in your 
own way. I understand you have a statement that you would li e 

present. 63 
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Mi. Caplin. 4 es, sir, Mr. Chairman. I have the statement which 
you requested that I submit. 

The Chairman, lhat is right. Me received it on time, and we ap- 
preciate it. 1 


TESTIMONY OF MORTIMER M. CAPLIN; ACCOMPANIED BY BERT- 
RAND HARDING, DEPUTY COMMISSIONER, INTERNAL REVENUE 
SERVICE; SHELDON COHEN, CHIEF COUNSEL, INTERNAL REV- 
ENUE SERVICE; AND MITCHELL ROGOVIN, CHAIRMAN OF THE 
EXEMPT ORGANIZATION COUNCIL OF THE INTERNAL REVENUE 
SERVICE 


Mr. Caplin. In response to the invitation of the Chairman, I am 
Lappy to appear as a private citizen before the Subcommittee on 
t oundations of the Select Committee on Small Business. 

At the outset, I will describe steps the Service took during my three 
and a half years as Commissioner of Internal lie venue to strengthen 
compliance with the tax law on exempt organizations, including 
foundations and charitable trusts. While my resignation became ef- 
fective July 10, 1964, my statement will reflect the course which the 
bervice has charted for the years ahead— a course Acting Commissioner 
Harding has assured me will be followed. I might point out that my 
st 16Ie toda y has Internal Revenue’s full concurrence. 

What Internal Revenue has tried to accomplish during this period 
may be summarized as follows : 

1. Audit examinations of returns of exempt organizations were in- 
creased from an average of 2,000 a year during the 1950’s to over 10,000 
m the last fiscal year ended June 30, 1964. 

Efforts were made to assist exempt organizations in complying 
with the law, and to expand voluntary compliance. 

3. Improvements were made in the Service’s internal controls and 
vfs^ons UI>eS ^° r ^ G ^ er a d m ittistration of the exempt organizations pro- 

4. An affirmative litigation policy was pursued to resolve difficult- 
legal issues and to give authoritative guidance to field personnel in their 
administration of the law. 

5. A new Exempt Organization Council was put into operation— 
to recommend Service- wide legal positions, to eliminate administrative 
obstacles, and to give direction to the Service’s total effort 

Before describing these items further, I would first like to discuss 
some of the background of the tax exempt provisions, the large growth 
of exempt organizations and the dimensions of the task of administer- 
ing this aspect of tax law. 

The Service has many responsibilities in our own country and 
abroad. It administers what has been called the most complex law 
ever devised by the mind of man, comprising almost 8,000 sections and 
levying over 100 separate taxes. It is responsible for enforcing the 
law and collecting the revenues that finance this government— collec- 
tions estimated at $112 billion for this past fiscal year. And it must 
do this m harmony with the American system of encouraging volun- 
tary compliance and accurate self-assessment. 
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Tlie American tax system underwent a sharp transition during 
World War II, shifting from a narrow base tax to a broad-base mass 
income tax. There were complex excess profits taxes to be administered 
during both World War II and the Korean War. And, as you recall, 
the Service itself went through a nationwide reorganization in 1951 
and 1952. Concurrently the country was growing in population, and 
tax returns were mounting in numbers and in complexity. 

These developments all played a part in determining the emphasis 
the Service has been able to place on given tax areas in the decades 
following 1940. For exempt organizations we also find a special 
history. 

From 1913 to 1942, the Service had the responsibility of enforcing 
broadly defined exemption provisions without tax return requirements. 
Once the organization had preliminarily established its right to exemp- 
tion, and has been placed on the tax collector’s rolls, it was free of any 
further reporting requirement. Despite changes made in 1942, many 
exempt organizations today are still not required to file annual in- 
formation returns. 

Despite the early absence of returns, the Service strongly opposed 
the commercial involvements of these organizations right up to the 
enactment of the Revenue Act of 1950. For the most part, it had been 
unable to convince the courts that commercial activities were incom- 
patible with an exemption grant. 

In 1942, the Treasury had proposed a tax on unrelated business activ- 
ities of these organizations. But it was not until 1950 that legislation 
Avas adopted making some corrections. 

The remedial legislation of 1950 was far less than the Service had 
requested. For example, rather than expressly prohibit certain trans- 
actions between a donor and his controlled foundation, as had been 
in the Treasury proposal, the legislation chose to challenge such trans- 
actions only when there wore inadequate security, unreasonable rates 
of interest,, substantial diversion of income or corpus, excessive com- 
pensation, improper sales prices or improper purchase prices, and the 
like. 

Even after this remedial legislation, the Service continued to suffer 
a series of judicial defeats during the 1950’s when it attempted to en- 
force its interpretation of the law in the courts. 

One other aspect of federal efforts to monitor exempt organizations 
should be noted. Overall supervision of charitable trusts and founda- 
tions is a matter of state Iuav. This is an historical fact. Yet, most 
states have no agency to Avhich even the existence of these organiza- 
tions must be reported. This is not the healthiest climate in which to 
administer a program. 

I might add Aye have made efforts to contact the state organizations ; 
Mr. Rogovin might be able to elaborate on his visits with them. 

Exemption of different forms of activity from taxation has been 
part of our income tax system since its inception. In fact it goes back 
to the Corporate Tax Law of 1909. Congress, in creating the various 
categories of exempt organizations, has covered a wide range : civic 
and social welfare organizations; labor unions ; social and recreational 
clubs; fraternal orders; business leagues; cemetery corporations; pen- 
sion funds ; and, of course, innumerable forms of scientific, educational, 
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religious, charitable, and literary organizations. Seventeen different 
categories of income tax exemptions are contained in Code Section 

501, with numerous sub-categories scattered throughout. 

Congress has made the judgment on the social and economic justifica- 
tions behind the statutory grant of exemptions. It has also estab- 
lished the broad criteria for qualifying as an exempt organization, as 
well as the standards for revocation of exemption and. taxation of 
certain types of income. Internal Revenue administers the law in 
the form passed by Congress; and, here, the absence of precision in 
various parts of the statute has made its administrative task a difficult 
one. 

Let us look at the magnitude of the administrative job. In terms 
of numbers alone, the Service passes upon about 12,000 new exemp- 
tion requests a year, of which about 10 percent are from charitable 
trusts and foundations. It is also responsible for monitoring exemp- 
tions under the statute of 400,000 principal organizations, plus several 
hundred thousand additional subsidiary organizations. 

This is a rapidly expanding field, for there has been an enormous 
growth of exempt organizations since World War II. To take but 
one category, in Internal Revenue’s 1930 cumulative listing, contribu- 
tions are said to be deductible for 14,500 organizations. In 1962, this 
number had grown to 71,850. 

Another form of measurement is the increase in the number of in- 
formation returns required from exempt organizations in all classifica- 
tions. In 1950 we had slightly over 100,000 ; in 1962, over a quarter 
of a million. 

High tax rates have given impetus to the growth of tax exempt 
organizations. In addition, these high rates have also contributed 
to many of the borderline tax devices and tax schemes one finds in 
this area. People have sought to utilize the exemption to shift a tax 
burden — some in strict accordance with legislative intent, others pri- 
marily for private advantage. 

This large growth in exempt organizations and the proliferation of 
problems flowing from that growth, had not been anticipated by the 
framers of the legislation. Nor was the Service geared to cope with 
it. The inability to balance the needs of this particular program 
against other competing demands has been recognized in the past. 

Congressman Reece’s subcommittee, investigating tax-exempt 
foundations in 1954, recommended that there be an increase in the man- 
power of the Service “to enable it to more closely watch foundation 
activities.” On the type of foundation examination that is possible, 
this same subcommittee said “* * * it is obvious that the Internal 
Revenue Service cannot, except at prohibitive cost, follow the activi- 
ties of the individual foundation to ascertain whether violations of 
law exist. * * *” This was also the view in 1957 of an Advisory 
Group to the Subcommittee on Internal Revenue Taxation of the 
House Ways and Means Committee, which stated : 

“Obviously the personnel handicaps under which the Service must 
labor have an especial effect in an area such as this. The choice which 
the field official must make is more than difficult. Faced with limited 
manpower, and a dwindling core of experienced veterans, it is dif- 
ficult for him to divert any enforcement personnel from regular audit 
to try for extended productivity in this area.” 
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These cogent observations reflect understanding of the many factors 
the Service takes into account in examining returns. 

The Service’s natural predisposition — which is the usual expecta- 
tion of its Appropriations Committees both in the House and Senate — 
is to examine returns that experience teaches will be most in need of 
correction and also productive of revenue. I do not mean this in a 
crass sense of going out to wring every last tax dollar out of the mil- 
lions of returns filed. Rather, it is simply a recognition that Internal 
Revenue must strive to prevent large amounts of revenue from going 
uncollected; and it must strive to examine taxpayers most likely to 
commit errors of substantial revenue impact. These errors are not 
necessarily deliberate or matters of negligence. Often they arise over 
differences in interpreting complex provisions, or differences in exer- 
cising judgment on given sets of facts. 

At the same time, there is the need to focus on tax abuses and other 
violations of law. They are dangerous not because of revenue loss 
alone — although that is a factor — but because their continuation shakes 
confidence in the vitality of our self-assessment tax system, and I 
might add that over 97 percent of our revenues over the last years has 
been from self-reporting, self-assessment, and withholding. In recent 
years, Internal Revenue has had to divert audit resources to a number 
of these areas : artificial international tax arrangements ; the organized 
crime drive ; travel and entertainment abuses ; failure to declare divi- 
dend and interest income — these are just a few. 

Then there is the need for random audits — testing of the accuracy 
of returns in all categories regardless of the direct revenue impact. 
This is important to strengthen the self-assessment concept. And the 
need to employ valuable man-hours in learning and applying new leg- 
islation and regulations. We have had a great amount of this in the 
tax field over the past few years, such as the Revenue Act of 1962, 
the Revenue Act of 1964, the depreciation guidelines, et cetera. 

The competing demands in sound tax administration are many. And 
with its limited resources, Internal Revenue does as much as it can, 
allocating manpower in accordance with its best exercise of judg- 
ment. 

This was the background of the exempt organization audit program. 

In my first year as Commissioner, we undertook a shift in our 
overall audit emphasis. This Service-wide program had as its pri- 
mary objective the broadening of audit coverage. 

In particular, I concluded that greater effort should be made in 
the exempt organization area. In terms of volume alone, new organi- 
zations were coming into existence at the rate of approximately 12,000 
a year. Nor were we satisfied that we were devoting enough manpower 
to the audit of organizations that previously had received their ex- 
emption. 

To correct this, the Service did two things : 

First, it decided to allocate enough audit manpower to the examina- 
tion of exempt organizations to reach about 10,000 examinations a 
year. 

Secondly, it decided that exempt organization audits should be of 
the same scope and depth as income tax audits. In other words, ex- 
aminations should bo made in accordance with properly prescribed 
standards. They should not be hit or miss. 
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In tax administration it is elementary that the Service just cannot 
decree a new program by fiat. It has to block out its capabilities, 
prepare written materials, communicate with its 58 district offices, 
and often train large numbers of personnel. The Service did this 
incidentally with the travel and entertainment rules with the deprecia- 
tion guidelines and with our engineering studies — where it brought 
manpower from all over the field, held training programs in Wash- 
ington, sent these instructors back to the 58 districts to train some 

14.000 revenue agents. Here, too, it had to lay the groundwork to 
assure that a proper j ob was done. 

Internal Bevenue revised and reissued its Exempt Organization 
Handbook to make it available to all examining officers. It had to 
develop tentative tax audit guidelines for exempt organizations to 
assure that audits were conducted competently and thoroughly. It 
set up a special two-week training program to give its people the 
required knowledges and skills. 

Instructors have already been trained ; and these men will in turn 
train selected field employees in the techniques of exempt-organiza- 
tions enforcement work. In addition, special technical field confer- 
ences were held with top field personnel to assure their support of 
the program. 

By fiscal year 1963, the program began to bear its first fruit.. The 
Service completed 7,219 examinations representing an average of 3.9 
days examination time per return, compared to one day previously. 

For fiscal year 1964, just ended, it completed 10,262 examinations 
of exempt organizations. 

During the period from February 1963 through May 1964, the Serv- 
ice examined 9,552 exempt organizations, including 1,851 private foun- 
dations and charitable trusts. This number represents but a small 
proportion of those it actually looked at as part of its normal classifica- 
tion process. 

I might say, Mr. Chairman, that what happens in a district office is 
that the Service brings personnel in, experienced personnel, to sit down 
at large tables, with many, many returns, classified as to, in this case, 
exempt organizations. They know, for example, they want to examine 

10.000 returns nationwide. And they may have an assignment, in this 
particular district of, let’s say, one thousand. They must look through 
perhaps 5,000 or even 10,000 returns to pick out 1,000 — those they 
think seem to merit audit. So you have more than just the physical 
audit of 1,851 private foundations and charitable trusts during this 
period. You have an examination, a table examination, of the face 
of the return and the exhibits, seeing if there are any unusual audit 
characteristics. 

Of these 9,552 examinations, field offices recommended 560 revoca- 
tions and made 829 tax changes. Many technical errors and a few 
glaring abuses were found. But on the whole, despite the extremely 
light audit coverage that had prevailed in the past, the examinations 
indicated that most exempt organizations were in substantial com- 
pliance with the law. There were technical errors, but most seemed 
to be making an effort to comply. 

I might say also that., in this process, the Service either has examined 
or is now examining all organizations cited by this Subcommittee 
which had not been audited since July 31, 1962. “Of 463 examinations 
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completed as of June 30 of this year, eight exemptions were revoked 
and six other cases resulted in additional tax liability but without 
revocation. I might also add that there are others under continuous 
audit right now, and the full story is not in on your specified case list. 

This audit program has developed information that will enable the 
Service to improve identification of issues, sharpen investigative tech- 
niques, and better classify returns for audit. It is also expected to 
produce data that will bo helpful to Treasury in its legislative 

Attaining a suitable audit pattern is not the end of Internal Rev- 
enue’s efforts— neither in the exempt organization nor in any other 
area. The unique success of the American tax system lies in its self- 
assessment nature — in the 97 percent of tax revenues that comes m 
through withholding and through what people voluntarily declare 
and pay. And it is the primary mission of the Service to do everything 
it reasonably can to attain the highest level of voluntary compliance. 

This is true for tax exempt organizations as well as taxpayers m 

general. , 

I might say that under the perfect tax system, we would get all our 
reporting from voluntary compliance, and our direct enforcement 
efforts would go down to a very small amount. TV e know that we 
have a long way to go. But we also know that the American public 
as a whole does an outstanding job. And from our examination to 
date, we think that foundations, too, are doing a good ]ob, on the 

The Service has an obligation to educate and inform. People can- 
not comply if they do not know what they are supposed to do or what 
their continuing obligations are. It is the Service’s responsibility, 
o-iven our kind of tax system, to tell them this. It must encourage 
compliance and assist organizations in their efforts to comply. 

Many exempt organizations simply did not know, or had grown 
careless about remembering, what was expected of them. Many of 
the violations encountered were unintentional and purely technical m 
nature. It was apparent that improved communication was needed 

in this field. , 

For those affected, the expanded audit program will serve to educate 
representatives of exempt organizations on statutory and tiling re- 
quirements applicable to them. But, albeit necessary, this is a limited, 
expensive, and time-consuming form of education. 

The Service has been discussing many of the problems encountered 
with both groups of organizations affected by the activities of exempt 
organizations. People who are feeling the competition of exempt 
organizations, as well as with exempt organizations themselves. Ef- 
forts have also been made to encourage tax exempt organizations to 
adopt a code of conduct and to engage in voluntary self -policing. 

More formally, in the past three and one-half years, the Service has 
published in the Internal Revenue Bulletin 41 revenue rulings, reve- 
nue procedures, and announcements relating to exempt organization 
matters. Fifty-six more are in review right now, and we expect to have 
them out in the near future. , , m , . . . . 

Some time before leaving office, I asked the Technical organization 
to begin work on what could prove to be a most important vehicle for 
informing the public. This is an exempt organizations booklet simi- 
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lar to _ 7 our Federal Income lax” which will set forth comprehen- 
sive guidance in complying with the law. The booklet will describe 
the kinds of organizations which may be granted exemption under the 
law, the extent of exemption, what they must do to gain exemption, 
how to file, the kinds of activities that jeopardize an organization’s 
exempt status, and the penalties, including revocation, for non- 
compliance. 

In the course of its expanded activities in the exempt organization 
area, the Service found that it could make a number of improvements 
m its internal controls and procedures. The goal was to procure bet- 
ter administration of the law. 

I should like to enumerate some of the steps taken : 

1. A check for delinquent returns lias been performed in all district 
offices since fiscal year 1D62, contributing in large measure to the in- 
crease m returns filed by over 50,000 between 1961 and 1963. That 
applies to all exempt organizations. 

2. Chief Counsel’s office has set up a procedure to control litigation 
of cases involving exempt organizations. One of its purposes is to 
assure that selected issues are litigated in order to gain administra- 
tive guidance. 

3. Chief Counsel is also applying data processing techniques to pro- 
vide a legal inventory of exempt organization issues. This will be 
nationwide m its application. This is part of its information retrieval 
program. 


4. The Service has installed a system for monitoring exempt or- 
ganization audits to provide meaningful current information on the 
number and kmds of organizations examined. This, in turn, will 
assure better analysis and evaluation of results, and help design a 
better enforcement program. 

mno\ Tlie S i CI ’, V1Ce lias revisecl the application for exemption (Form 
mil °. r 8^ mzatlon s desiring exemption under Section 

5U1 (c) (3). I hat is the general scientific, educational, charitable type 
of organization. The new application form is accompanied by an 
extensive, instruction folder designed to clarify the kind of informa- 
tion needed. 


6. Following the suggestions of the Chairman of this Subcommit- 
J- think that your contribution here, Mr. Chairman, was great — 
™ ber ™ e amended its regulations and revised the annual return 
(Torm 990 A) to provide for fuller public disclosure of information 
concerning operations of exempt organizations. As part of this, it 
has provided for public inspection of returns both in the district where 
tie return is fjledand in the National Office. Disclosure is highly 
essential m this field. And I think your analysis here, and your 
urgmgs to the Treasury to amend its regulations bore good fruit 
. . fo replace the existing manual record-keeping system, The Serv- 

ice is establishing a Master File of exempt organizations on electronic 
tope which will contain all the data it needs to meet its responsibilities. 
Ine Service is taking advantage of the computer system, which it is 
full 1 'ill 0 ^ a V 1 u U ^ returns, and is applying it to the exempt organiza- 

originally panned. ‘ 8 “ long "**“* «“» * had 

This is expected to be ready within a year. 
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Further internal improvements will undoubtedly be needed, but a 
good start has been made and attention is being given to the problem. 

In appraising the Service’s efforts over the past few years recog- 
nition must be given to the need for an affirmative litigation program. 

The legal issues in the exempt organization field are difficult to re- 
solve. Further, the absence of authoritative guidance creates ob- 
stacles for personnel in the different field offices. How can you audit 
properly unless you know what the rules are, what the courts will 
back up. 

do correct this, the Chief Counsel and the Department of Justice 
have sought judicial answers by pursuing a sustained and affirmative 
litigation program. Illustrative of this policy is an important case 
bearing on commercial dealings with an exempt organization, which 
is now pending in the United States Supreme Court. 

I might say that certiorari has been granted in that case, and the 
United States. Supreme Court will hear the case this coming term. 

On the subject of litigation, two observations are in order: 

First, the full effect of the increased audit activity in the exempt 
organization area is not yet reflected in current litigation caseloads. 

Due process is provided taxpayers in the fullest sense — hearings in the 
field, hearings in the National Office, briefs filed. This is a normal pro- 
cedure; and with the increased audit activity and recommendations 
of revocation of exemption, this due process procedure is made fully 
available to all these organizations. This is again part of our tax 
system. 

The fact that this does not reflect the audit activity is due to the 
time lapse between audit and litigation. Nevertheless, a survey this 
spring of docketed exempt organization cases shows some 161 cases 
pending before the Tax Court of the United States and approximately 
85 cases pending in the United States District Courts and Courts of 
Appeals. They directly or indirectly involve issues relating to the 
exemption provisions of the Code, and embrace charitable as well as 
various other classes of exempt organizations. 

Second, the Service’s litigation efforts have made one fact appar- 
® n f Ihe need for effective litigation control. Selecting your issues, the 
important ones from an administrative standpoint, and moving those 
cases before the courts to get judicial guidance for taxpayers as well 
as for the field. This is essential to bring about those judicial deter- 
minations required fognationwide administration of the law. 

I cannot overemphasize the importance of these various legal efforts. 

The administrator would bo greatly assisted by a more detailed 
statute on exempt organizations to provide better guidance. Within 
the limitation of a broad statute, the Service has struggled over many 
difficult. interpretative issues. At times answers have been delayed and 
uncertainty has continued. There are problems awaiting resolution 
and decision, and their existence has impeded the Service’s audit pro- 
gram and hampered its taking clear-cut positions in litigation. 

What was found necessary within the Service was a high-level 
body to help remove these impediments, and to develop realistic and 
workable principles for administering the exempt organization pro- 
visions. To this end, in the spring of 1963, 1 set up an Exempt Orga- 
nization Council headed by a member of my own staff, Mr. Mitchell 
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Rogovin, with representatives from Chief Counsel, Technical, and 
Compliance— the three key functions involved in the exempt orga- 
nization area. , . 

The Council’s mission is to review and recommend an overhaul or 
procedural and substantive issues. They are coordinating all existing 
projects, identifying other problems, making decisions, and recom- 
mending policy decisions to the Commissioner. This is a high priority 
matter and the Council is moving along with a sense of urgency. 

The Council presently has many important projects underway to 
ease administration and compliance problems, and to establish legal 
positions applicable to all aspects of the Service. Among these are . 
determining the extent to which charitable organizations can engage 
m business activity without jeopardy to exemption; determining the 
limitation on commercial activity for other classes of exempt organi- 
zations; and developing more workable rules for the application ox 
the tax on “unrelated business income.” I can add accumulation issues, 
et cetera, et cetera. An intensive study is also underway on whether 
the activities of some organizations are so politically or ideologically 
oriented as to jeopardize their exemption status, and this too is an 
extremely difficult area of the exempt organization law. 

On legislation, as Secretary Dillon has already advised you, studies 
are now underway in the Department looking to the development of 
legislative proposals. Internal Revenue has been cooperating closely 
in this project, and is continuing to furnish it.s administrative records 
and findings, as well as its recommendations for possible remedial 

legislation. _ . 

When the Secretary completes his studies and a legislative program 
is presented, it is my hope the Congress will seriously consider the 
proposals, including those designed to remove difficulties in adminis- 
tration. . , . , 

In conclusion, Mr. Chairman, I believe the Service’s three-year 
record shows that it has moved steadily forward in the exempt organi- 
zation area. I cannot help but feel that the combined efforts of (1) 
its expanded audit program; (2) its increased effort to inform and 
assist taxpayers; (3) its improvements in internal procedures and 
controls; (4) its affirmative litigation efforts; and (5) the operations 
of its Exempt Organization Council, will contribute greatly to lasting, 
improved compliance on the part of exempt organizations. 

The Service is seeking to build a firm foundation to insure continued 
long-range progress, and it is not complacent. The road to maximum 
compliance in this area is a long one, but it is determined to continue 
its efforts until the goal has been reached. 

In closing I would like to state that this country is fortunate in 
having the group of able, top executives now administering the affairs 
of Internal Revenue. They are career employees of long experience. 

They are honest, devoted and work long hours including weekends in 
trying to serve the best interests of the nation. I have never served 
with a better group of people, I have gotten great satisfaction from 
working with them, and I am proud of this association. 

Tn using the funds appropriated to the Service, these officials are 
seeking to get the best dollar’s worth for the American people. They 
are striving for the highest productivity and best utilization of the re- 
sources assigned to them. Differences may arise over their exercise of 
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judgment; but in my many contacts with them over three and a half 
years, I always felt confident that their decisions were made in good 
faith, and with great care and concern for the Congressional intent re- 
flected in a statute as well as the public weal. 

I have every confidence that these attitudes and practices will con- 
tinue, and that they will be applied in carrying out the various pro- 
grams and policies discussed today. 

I appreciate your giving me the opportunity to appear before you, 

Mr. Chairman. ~ 

The Chairman. Thank you, Mr. Caplin. We appreciate yonr very 
informative and revealing statement. It will be very helpful to the 
Committee. 

The federal courts have repeatedly declared that regulations issued 
by the Secretary of the Treasury, when fairly within the scope of his 
jurisdiction, have the force of law. Is that correct ? 

Mr. Caplin. This is a statement that is used, Mr. Chairman, al- 
though time and again the courts will overrule regulations, in the 
lower courts as well as in the Supreme Court,. 

The Chairman. Has there been considerable improvement in 
foundation reporting in their 1962 and 1963 tax returns — such as in 
furnishing the schedules required on sale of assets, contributions re- 
ceived, contributions paid out, salaries, etc. ? 

Mr. Caplin. Well, as you know, Mr. Chairman, the return was modi- 
fied in 1962, in part, and in 1963. This resulted in a fuller disclosure 
on certain important items. In addition, the attention that both this 
Committee focused on the various activities, and our own attention led 
to a reaction on the part of the public. Our district directors feel that 
we are getting a better return filed today. 

Again, they are not perfect. There are many technical errors still 
committed. But they are better returns. 

The Chairman. With respect to sale or exchange of each asset, 
Treasury regulations require that foundations attach a schedule to their 
tax returns showing the following information: (a) date acquired, 
manner of acquisition, date sold, and to whom sold; (b) gross sales 
price; (c) cost, other basis, or value at time of acquisition if donated; 
fd) expense of sale and cost of improvement subsequent to acquisition; 

(e) depreciation since acquisition; and (f) gain or loss. Is that 
correct? 

Mr. Caplin. Yes, that data is called for by the instructions for filing 
Form 990-A, under authority of the statute and Treasury regulations. 

The Chairman. We have heard a great deal from government of- 
ficials and foundation executives who insist that it is not the large 
foundations who abuse their tax exemption privileges. It is the small 
ones, they say. 

I have here the 1962 and 1963 tax returns of the Carnegie Corpora- 
tion of New York, one of the Nation’s largest foundations, with assets 
of $250 million. I would like to have you inspect the capital gains 
schedules which show gains of over $6.5 million in 1962 and over $3.5 
million in 1963, and then tell us whether the Foundation had reported 
all the information required by Treasury regulations. 

Mr. Caplin. There are a number of exhibits here, Mr. Chairman. I 
will have to take time to go through this. I will be glad to supply the 
answer for you on that. 
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The Chairman. All right. Suppose you do that — and with special 
reference to these points. 

Mr. Caplin. Very good, sir. 

The Chairman. You may go ahead and inspect it, then. 

Mr. Caplin. Yes, sir. Mr. Chairman, of course, we will supply 
this answer to you. Also the returns have not been audited, and it is 
difficult to tell whether or not various requirements of the provision 
are applicable to each of these transactions. But again, we will give 
you a written reply to this. 

The Chairman. All right. Is it correct that the following informa- 
tion has not been filed on those Carnegie schedules: date acquired, 
manner of acquisition, expense of sale, gain or loss on each asset. 

Mr. Caplin. We will comment on that, sir, with our written reply. 

The Chairman. Yes, sir. Is there a special statute which exempts 
the Carnegie Corporation from complying with Federal law ? 

Mr. Caplin. Obviously not, sir. 

The Chairman. Mr. Olsher will ask questions. 

Mr. Olsiier. Mr. Caplin, the Chairman was referring to the capital 
gains schedule on the sale of assets. There are only a few pages of 
them. 

Mr. Caplin. Hasn’t the Chairman indicated the discrepancies in- 
volved ? 

Mr. Olsher. I think he raised the question as to whether there were 
such discrepancies. 

Mr. Caplin. Well, I could read what is on the schedule, Mr. Olsher. 

I would prefer doing this in writing as the Chairman suggested. 

The Chairman. That will be all right. That is a reasonable request. 

You can submit it. 

(Following is the information received from the IRS under date of 
August 4, 1964:) 

We have examined the capital gains schedules submitted by the Car- 
negie Corporation for 1902 and 1963 and find that complete information 
on gain or loss from sale of assets required by our Instructions was 
not furnished. 

As I previously stated, these returns for 1962 and 1963 have not been 
audited to date. I find, however, that during a current audit of the 
foundation’s return for 1961, the agent called this deficiency to their 
attention and advised them that the detailed schedule on capital trans- 
actions must be submitted in the future. 

Formal instructions have been issued to our field offices on the neces- 
sity of securing complete returns from exempt organizations and we shall 
continue to emphasize the importance of this in future communications. 

The Chairman. It seems to me, Mr. Caplin, that the small founda- 
tions have no monopoly on violation of Treasury regulations. For 
example, beginning with the 1954 tax returns, the Treasury has re- 
quired that foundations attach a schedule for compensation of officers, 
directors, trustees, etc. — showing name, position, salary, and time de- 
voted to position. Yet the Ford Foundation failed to comply fully 
with this Treasury regulation during fiscal years 1954 through 1961. 

Are you familiar with that? 

Mr. Caplin. This you have reported on, sir. 

The Chairman. In your view, should the entire content of founda- 
tions’ tax returns be open to public inspection ? 

Mr. Caplin. I think that there should be the greatest of disclosure 
by foundations to the public. Exemption is an extremely preferred 
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status under our tax system. And I would encourage disclosure to the 

greatest extent. . . . ■ • 

Today, so far as the returns are concerned, the principal provision 
which is not disclosed to the public is the name of the contributors to 

the foundation. . . , 

Congress would have to make the judgment here m weighing whether 
this disclosure of information will in any way violate the right ol 
privacy of the individual as opposed to the needs of the proper policing 

of foundations and the proper disclosure to the public. 

My own tendency would be in favor of greater and greater dis- 
closure, comparable to companies which report to the SE<C. 

The Chairman. By letter ,of January 81, 1964, you advised me as 

follows : 

Regulations 801.8104-2 (T.D. 6645, 4-1-1903), make provision, for 
the first time, for public inspection at the National Office of Part - o f 
Form 990-A, and Form 1041-A. Such inspection, however, is limited 
to returns of that type which were filed for years ending on or after 
December 31, 1962, Information furnished on the public portion of 
such returns for prior years is available for inspection only m the office 
of the district director with whom the Form 990-A or 1041-A was re- 
quired to be filed. 

Since neither your letter of January 31, 1964 or your letter of Feb- 
ruary 18, 1964 was responsive to my inquiry, I once again advised you 
that you were evading my question as to whether the public portions 
of all Forms 990-A and 1041-A filed throughout the country for the 
year 1962 are currently available for public inspection m tlie Washing- 
ton, D.C., National Office.” 

By letter of February 26, 1964, you wrote me as follows . 

Copies of the public portions of approximately 39,000 Forms 990-A 
and 1041-A filed throughout the country for the calendar year 1962 are 
presently available for public inspection here m the National Office. 

While this would represent substantially all of the returns filed, we are 
still receiving them from the various district offices. (As you will note 
in our February 18, 1964 letter, the figure of 49,000 represented the total 
of both calendar and fiscal year returns.) 

The notice applying to this appears in the Federal .Register of 
April 2, 1963. Such notice is dated March 28, 1963. This means, does 
it not, that only foundation tax returns that were filed after March -8, 

1963 will be open to public inspection at the National Office . . 

Mr. Caplin. As I understand the background to that, Mr. Chair- 
man, there was a new procedure instituted, and we were having dif- 
ficulties in getting the district offices to pull out these returns from 
their files and to transmit to us as rapidly as we hoped for originally. 
1963 returns would not be available yet for complete public rnsj - 
tion, because the normal date would be May 15, 1964, for a filing, and 

some of them are fiscal years. t . ... ■, * „ 

The Chairman. The mam point here is, does it mean that only loun 
dation tax returns that were filed after March 28, 1963 will be open 

to public inspection at the National Office? . . , 1r 

Mr. CArniN. Previously these returns were filed in the district on y. 
And this is one ,of the areas that you had identified, with both me and 
the Secretary, and this is one of the procedures that we change . 

The amended regulations provide that all returns filed for taxable 
years ending on or after December 31, 1962 are open to inspection here. 
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Thus, returns of organizations filing for fiscal years ending prior to 
Office^ 6 ** 110t avadable f° r inspection in the National 

i "u i'i*® P^-st the. nationwide assembly of foundation returns 

Iiad been done by some charitable organization which tried to collect 
this data by actually traveling all over the country. 

The Chairman. In other words, 1962 tax returns of foundations 
tbat operate on a fiscal year basis, such as year ending September 30, 

1J62, will not be open to public inspection at the National Office since 
liey were filed prior to March 28, 1963. For example, the Ford 
foundation operates on a fiscal year ending September 30, 1962, so 

i ncn d ? ad me ±0r lts fllm 2 would be February 28, 1963. Hence, its 
1 J62 tax returns would not be open to public inspection in the Na- 
tional Office ; is that correct, Mr. Caplin ? 

Mr. Caplin. Yes, sir, Mr. Chairman. The prior procedure was 
to maintain these files m the various district offices, and as far as we 
know right now they are on file there today. 

The Chairman. And would be subject to inspection. 

Y, r- F; v[ ‘ lin - And would be subject to public inspection. 

Ihe Chairman. How did the Internal Revenue Service happen to 
exclude such 1962 fiscal year tax returns? I believe your answer 
covers that. 

Mr. Caplin. Yes, sir. 

Ihe Chairman. Such tax returns are also open to public inspection 
at the district office. Is that correct? 

Mr. Caplin. That is right. 

The Chairman. In your view, should the names and addresses of 
donors be open to public inspection ? I believe you answered that a 
while ago. 

Mr. Caplin. Yes, sir. Incidentally, Mr. Chairman, I might add 
tliat on that point, Internal Revenue’s attorneys have advised it that 
the statute today prevents disclosure of the names and addresses of the 
individual contributors. 

The Chairman. And it would take a law 

Mr. Caplin. Modification of the law to change that. 

Ihe Chairman. Do I understand correctly that, based on Treas- 
ury s present interpretation of the law, the names and addresses of 
donors are not open to public inspection ?, 

Mr. Caplin. That is right. 

Are you familiar with a tax-exempt organization 
called the Foundation Library Center of New York City— which I 
understand is a sort of trade association for the foundation industry * 

Are you acquainted with it? ' 

Mr. Caplin. I am acquainted with the organization. As I under- 
stand it, it is a tax-exempt organization formed by the Russell Sage 
oundation. It has the purpose of collecting information about tax- 
exempt organizations— and actually maintains a file of foundations, 
as it describes foundations, in various of its offices. It also has as one 
of its purposes the effort to improve reporting procedures of founda- 
tions, which is of great interest to you and the Service. 

The Chairman. I will ask Mr. Olsher to continue now. 

^ ,v 9! jSHE !' T he tax_exem P t Foundation Library Center of New 
York City, which was incorporated in 1956 as an educational institu- 
tion, bills itself as the factfinding statistical organization on founda- 
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tions. According to the Foundation Directory of 1960, “It [Founda- 
tion Library Center] is an indepndent agency under its own board 
of trustees, men knowledgeable about foundations but representing the 
public interest. With an initial grant from the Carnegie Corporation 
of New York, it is charged with the task of gathering comprehensive 
information about foundations, stimulating adequate reporting where 
such does not exist, and making its collections freely and generally 

available.” . . „ 

Mr. Caplin, does this organization, which bills itself as an educa- 
tional institution, have a f aculty ? , 

Mr. Caplin. No, sir. That is not required under the statutory and 

regulatory definition of education. 

Mr. Olsiier. Who are they educating ? Do you know s 
Mr. Carlin'. Well, so far as I understand, they are concerned with 
educating the public at large and in addition the foundations them- 
selves, as a nationwide body. , 

Mr. OiiSHER. Do you know whether they oner any educational 

courses ^ ... 

Mr. Caplin. I have no idea, I do not have any close familiarity. 
They have had contacts with our office, and we have met some of the 
top officials. Very early in the new Administration they called upon 
us to find out whether they could do a better job of getting copies of 
returns and making them available to the public at large. 

Mr. Olsiier. Do they have any students, to your knowledge ( 

Mr. Caplin. Not that I know, sir. 

Mr. Olsiier. As you know, the Alfred P . Sloan Foundation granted 
$200,000 to the Foundation Library Center for the express purpose 

of opening and operating an office in Washington, D.C. 

On November 20, 1963, we queried you with respect to whether the 
Foundation Library Center sought the approval of the Internal Reve- 
nue Service with regard to the opening of its Washington office. By 
letter of January 3, 1964, you advised us as follows : 

Tlie Foundation Library Center did not seek our approval to open its office 
in Washington. However, the director of the Center did consult with us prior 
to its opening relative to necessary arrangements for obtaining copies ofForms 
990- A and 1041- A filed by foundations. He requested that we help facilitate ef- 
forts to obtain copies of the foundation returns m view of the large numbers 
involved. The Center plans to maintain these copies in their Washington, New 
York and regional libraries. We arranged for the Center to photocopy these with 
equipment installed in our building, on an appropriate fee basis. We welcomed 
this arrangment because of the opportunity it presented for additional locations 
where these returns would be available for public inspection. 

On January 14, 1964, wo asked you to furnish the following addi- 
tional information regarding the Foundation Library Center s photo- 
copying foundation tax returns at the IRS : 

‘ 1. Number of such information returns to be photocopied. 

2. (a) Number of foundations whose returns will be photo- 
copied, and (b) years to be photocopied. 

3. Charge per page or other fee basis. 

4. Is the job being done with Treasury personnel or with out- 
side personnel ? „ . _ , , , , . 

5. Type of equipment being used — i.e., Xerox, photostat, etc. 

6. Is the photocopying being done with Treasury equipment or 
with outside equipment? If outside equipment is being used, 
please advise as to (a) name and address of the person or orga- 

39 - 915 — 64 6 
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nization paying for the rental or purchase of such equipment, and 
(b) date on which the equipment was installed. 

By letter of January 23, 1964, you responded as follows : 

1. The Library Center estimates that it will photocopy approxi- 
mately 15,000 information returns per year. 

2. (a) The returns will represent some 15,000 foundations. 

(b) Photocopying will continue indefinitely, covering the pub- 
lic record portion of returns received from these foundations for 
years ending December 31, 1962 and thereafter. 

3. The Library Center is reimbursing Internal Revenue for 
incidental costs at the rate of $.02 per each reproduction of each 
page, (This is separate and apart from the costs incurred and 
paid by the Center to other payees in connection with items 4-6. ) 

4. The photocopy job is being done by an individual hired and 
paid by the Library Center. 

5. A Xerox machine is being used. 

6. The photocopy equipment has been obtained on a rental 
basis by the Library Center. 

(a) Rental payments are made by : 

The Foundation Library Center 
444 Madison Avenue 
Xew York 22, New York 

(b) The reproduction equipment was put into operation on 
October 22, 1963. 

By letter of F ebruary 20, 1964, we queried you as to whether the 
Foundation Library Center furnished the Internal lie venue Service 
a list of the 15,000 foundations whose tax returns they wished to 
photograph. On February 26th, you informed us that the Foundation 
Library Center did not furnish such a list. 

^\° W ’ ^ r S maPc a ^ttle comparison. You had previously advised 
us that the Internal Revenue Service charges the public 50 cents per 
page for photocopies of the public portions of foundation tax returns. 

lo sum it up, you are charging 50 cents per page to the public, 
which supports the tax exempt foundations by way of tax subsidies, 
but the approximate cost to the Foundation Library Center is 10 to 
11 cents per page. 

The Foundation Library Center’s cost per page is based on figures 
submitted to us by that organization, which indicate that its total cost 
for this operation was about $6,500 for photocopying 61,758 pages 

during the period of October 22, 1963 through April 1964. 

How do you justify the 50 cents per page charged to the public as 
Center ^ 16 10 t0 11 C6ntS P6r page cpar g ed to tlie Foundation Library 

Mr. Caplin. The cost involved in the Foundation Library Center 
arrangement was very carefully projected by our financial people 
within the Service. 

The work of the Center would relieve Internal Revenue of havin 0, 
to use its equipment, having to use personnel to man the machine, haw- 
ing to use certain personnel on handling of the documents — and maybe 
handling correspondence that comes in. People often write in that 
lett^ W0U C to Pave cert ain documents ; we have to write a reply 
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It was a good faith projection of the cost to the government. We 
felt the two cents was fair for this limited job. . 

On the other hand, when you take into mind the total job, involving 
correspondence in many cases, involving the procuring oi individual 
returns, the Xeroxing, the handling — our people felt that 50 cents was 
a fair price on the average. 

Mr. Olsher. Yes, but you still have 50 cents to the public. 

Mr. Caplin. I said so, sir. When it is entirely handled by the In- 
ternal Revenue Service, taking into account all of the manpower in- 
volved in this particular process. 

Now, I do not have all the cost figures at hand. I am sure they 
could be gone over with you by the people who projected them. But 
all I could say is that, as I said in my original statement, that I am 
satisfied, from my experience, that this was a good faith judgment 
made on an examination of the facts — and taking into account the 

overall cost. ... 

Now, you recognize how time-consuming it is to write correspon- 
dence to people sending requests in — the overall handling. 

Mr. Olshek. Mr. Caplin, I visited that project to inspect its opera- 
tion, along with Mr. Harding. And Mr. Keller informed me that he 
had three people assigned to that project who did nothing but prepare 
it for the Foundation Library Center, in terms of submitting returns 
to a department which is working with the Foundation Library Cen- 
ter. So the Internal Reveune Service does have people assigned to 

that job. .... 

Mr. Caplin. We have people assigned to taking care of this partic- 
ular phase of the job, and this is where the two cents cost is projected. 

Now, they could have written in to us, and we would have to reply to 
them item by item, and that would be it. They would pay more 
money for that, if they had done it on that basis. We would have had 
more work. 

Mr. Olsher. You did state that contributions received are not open 
to public inspection, is that correct ? 

Mr. Caplin. That is right. That is the general rule. 

Mr. Olsher. In inspecting the project with Mr. Harding, I looked 
at some of the tax returns that had been turned over to the woman who 
was handling the project for the Library Center, and in leafing 
through them, I discovered a tax return from the Stephens Founda- 
tion, of Nashville, Tennessee, which carried on it— and it had already 
been photographed — the amount of contributions that had been re- 
ceived by the Foundation. _ 

Mr. Caplin. Yes, I am familiar with that. This was actually a 
statement of the amount of contributions— you are correct, sir. 

Mr. Olsher. This is supposed to be forbidden territory, is it not? 

Mr. Caplin. Well, the amount of contribution is not forbidden. 

Mr. Olsher. I am talking about the list of donors. 

Mr. Caplin. The names of two donors were also included — the peo- 
ple who controlled the Foundation had listed their names. This was 
the one instance, so far as we know, in this roughly 15,000, that oc- 
curred. We investigated as to why it had occurred. On our investi- 
gation, we found that the Foundation had not used the proper form. 

It had used an old form. And to give the additional information 
required under the new year, with the greater disclosure, instead of 
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making additional pages on the new form, it filed copies of the first 
two pages containing the two individual contributions. Now, that is 
the best we can determine under the facts. We checked with the 
accounting firm that prepared the return. They stated it was their 
intent to make the donors’ names part of the public inspection portion 
of the return. 

Mr. Olsher. Mr. Caplin, I was also informed that Mr. Keller’s de- 
partment is cutting out portions now which show names and ad- 
dresses of donors. Is that correct ? 

Mr. Caplin. I am not familiar with that. 

Mr. Olsher. I was also informed that they were throwing them 
away, those portions of the tax returns. Now, what happens when 
the Internal Revenue Service, the Washington Office, wants to refer 
to any one of those tax returns with respect to contributions received. 
Where are they going to find those schedules that were thrown away? 

Mr. Caplin. Well, the obvious place would be in the district office. 

Mr. Olsher. Doesn’t that involve a great deal of delay? 

Mr. Caplin. It could. But we normally would not have need in 
the National Office for this particular item. As you know, the In- 
ternal Kevenue Service is decentralized. The 52 district offices to- 
day handle the operational phase. Actually if we were in urgent need 
of the information, we could do it very quickly by teletype, or using 
the Government lines. 

The Chairman. Mr. Harding, would you like to comment on that ? 

Mr. Harding. Yes. I think the main point to be made to Mr. Ol- 
sher on that item is that the audit of these returns is at the district 
office level. The only reason we have them in Washington is for 
public inspection purposes. So there is no loss of information when 
we throw away some portion of that section in Washington. 

The Chairman. I shall ask Mr. Olsher to continue. 

Mr. Olsher. Our records disclose that the IKS has levied $641,- 
562.000 ($410,280.70 tax and $231,281.30 interest) in taxes on the 
Lansing Foundation (assets $779,546, December 31, I960), New York 
City (one of three foundations operated by David G. Baird, Wall 
Street broker and corporate director). The taxes were assessed for 
the years 1952 and 1953, and, among other conditions imposed by the 
IRS, the Foundation is required to divest itself of its entire net as- 
sets to bona fide tax exempt charitable organizations on or before De- 
cember 31, 1965. 

The tax assessment was based upon Lansing’s (1) profit-making 
transactions and other financial ventures, and (2) unreasonable ac- 
cumulation of income (unspent income) . 

Two other Baird Foundations — Winfield Baird Foundation (as- 
sets $17.4 million, December 31, 1960), and David, Josephine & Win- 
field Baird Foundation (assets $10.2 million, December 31, 1960) — 
went unassessed despite tbe fact that their financial transactions were 
similar to Lansing’s and, in the case of the Winfield Baird Founda- 
tion considerably larger. In fact, in 1959, the Dirstrict Director of 
the Internal Revenue Service had recommended revocation of the 
tax exemption of the Winfield Baird Foundation and the David, Jos- 
phme & Winfield Baird Foundation for a variety of reasons, includ- 
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ing their operations as securities dealers. These two foundations 
are, however, among other conditions imposed by the IRS, required 
to divest themselves of their entire net assets to bona fide tax exempt 
charitable organizations on or before December 31, 1965. 

Here is a chronological account of the IRS-Baird Foundations tax 
matter : 

IRS-LANSING FOUNDATION 

By letter dated August 6, 1954— The IRS revoked the tax exemp- 
tion of the Lansing Foundation for the years beginning 1951. The 
revocation was based upon unreasonable accumulation of income and 
“without taking any of your other financial transactions or invest- 
ments into consideration.” 

The Lansing F oundation filed a protest ( date unknown) . 

By letter dated September 5, 1957— The IRS affirmed the revoca- 
tion based on unreasonable accumulation of income and further con- 
cluded, on the basis of Lansing’s profit-making transactions and other 
financial ventures, that its operations were not exclusively charitable 
as required by the Statute. 

By letter dated October 22, 1962— The IRS reconsidered and con- 
cluded that Lansing was exempt from 1951, 1954 and subsequent 
years, but not for 1952 and 1953. The ruling was issued with the 
understanding that a closing agreement would be executed containing 
certain conditions outlined in the letter. 

By letter dated January 18, 1963— The IRS sent the Lansing Foun- 
dation a copy of the signed agreement, approved by the Commissioner 
of Internal Revenue on J anuary 15, 1963. 

IRS-DAVID, JOSEPHINE & WINFIELD BAIRD FOUNDATION 

By letter dated March 4, 1959 — The District Director of the Internal 
Revenue Service, New York City, advised that David, Josephine and 
Winfield Baird Foundation that he would recommend to the Com- 
missioner of Internal Revenue, Washington, D.C., that the Founda- 
tion’s tax exemption be revoked for the years 1951 through 1959. A 
final determination, however, would be within the jurisdiction of the 
Commissioner. The basis of the revocation includes 1) the Founda- 
tion’s operations as a securities dealer, 2) unreasonable accumulation 
of income, 3) jeopardizing assets by heavy borrowing, 4) registration 
of securities in the names of nominees which permits co-mingling of 
funds and 5) speculative investments. 

The David, Josephine and Winfield Baird Foundation filed a pro- 
test on September 25, 1959. 

By letter dated October 22, 1962 — The Commissioner of Internal 
Revenue, Washington, D.C., overrode the recommendations of the 
District Director and concluded that the Foundation was exempt for 
the years 1951 through 1959. The ruling was issued with the under- 
standing that a closing agreement would be executed containing cer- 
tain conditions outlined in the letter. 

By letter dated January 18, 1963 — The Internal Revenue Service 
sent the Foundation a signed copy of the agreement, approved by the 
Commissioner of Internal Revenue on J anuary 15, 1963. 
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IRS-WINFIELD BAIRD FOUNDATION 

By letter dated May 13, 1959 — The District Director of the Internal 
Revenue Service, New York City, advised the Winfield Baird Foun- 
dation that he would recommend to the Commissioner of Internal 
Revenue, Washington, D.C., that the Foundation’s tax exemption be 
revoked for the years 1951 through 1959. A final determination, 
however, would be within the jurisdiction of the Commissioner. The 
basis of the revocation includes 1) the Foundation’s operations as a 
securities dealer, 2) unreasonable accumulation of income, 3) jeopard- 
izing assets by heavy borrowing, 4) registration of securities in the 
names of nominees which permits co-mingling of funds and 5) specu- 
lative investments. 

The Winfield Baird Foundation filed a protest on September 25, 

1959. 

By letter dated October 22, 1962— The Commissioner of Internal 
Revenue, Washington, D.C., overrode the recommendations of the 
District Director and concluded that the Winfield Baird Foundation 
was exempt for the years 1951 through 1959. The ruling was issued 
with the understanding that a closing agreement would be executed 
containing certain conditions outlined in the letter. 

By letter dated January 18, 1963 — The Internal Revenue Service 
sent the Winfield Baird Foundation a signed copy of the agreement, 
approved by the Commissioner of Internal Revenue on January 15, 

1963. 

TERMS OF IRS-BAIRD FOUNDATIONS AGREEMENTS 

The principal terms of the IRS-Baird Foundations agreements are 
as follows: 

1. From the effective date of the restoration of their exempt 
status until their formal dissolution and complete liquidation, 
the three foundations would currently distribute all of their net 
income, including net capital gains, to bona fide tax exempt chari- 
table organizations. 

2. On or before December 31, 1965, the three foundations would 
divest themselves of their entire net assets to bona fide tax 
exempt charitable organizations. 

3. The three foundations agreed that they would not make dis- 
tributions to so-called private foundations organized by private 
individuals. 

4. The operations of the three foundations which caused the rev- 
ocation of their tax-exempt status would be discontinued. Their 
investments would be passive in nature. 

5. Waivers of the Statute of Limitations on assessment and 
collection would be executed by the foundations. 

6. The execution of the agreements was conditioned on the 

execution of separate closing agreements between the IRS and 
the three Baird Foundations covering the years 1951 through 
1959. ‘ ' 

7. Lansing Foundation was taxable for the years 1952 and 1953. 

8. For the years 1951 through 1959, the David, Josephine & 
Winfield Baird Foundation would not be liable for any income 
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tax, excess profit taxes or penalties. The Foundation’s exempt 
status would remain undisturbed for the year 1951 and all periods 
subsequent thereto. 

9. For the years 1951 through 1959, the Winfield Baird Foun- 
dation would not be liable for any income tax, excess profits taxes 
or penalties. The Foundation’s exempt status would remain un- 
disturbed for the year 1951 and all periods subsequent thereto. 

The Foundation would not file any claim for refund for any taxes 
which it may have paid for the years 1951 through 1959. Ap- 
parently, delinquent returns, Forms 990-T, for the years 1951 
through 1956 were filed on January 22, 1959, reporting unrelated 
business income from the rental of property in Allentown, Penn- 
sylvania. The taxes paid on such net income amounted to $635.39 
for the years 1951 through 1956. 

10. Lansing’s exempt status was restored for the years 1951, 

1954 and subsequent years. 

11. The agreements would terminate upon the breach of any of 
their terms or conditions. 

12. Notwithstanding anything to the contrary contained in 
the agreement, Lansing could enter into transactions with the 
Winfield Baird Foundation, and the David, Josephine, and Win- 
field Baird Foundation for the purpose of acquiring funds to 
liquidate its liability for income taxes plus interest without affect- 
ing it tax-exempt status. 

13. The Winfield Baird Foundation and the David, Josephine & 
Winfield Baird Foundation agreed that if Lansing failed to pay 
in full its income tax liability for the years 1952 and 1953 plus 
interest, they would make payment of any unpaid amounts. 

We began probing the Baird Foundations, as well as 500 other 
foundations, in early 1962. Because of difficulties in obtaining infor- 
mation from Mr. Baird, I issued a subpoena for the records of the 
Baird Foundation in June 1963. On October 16, 1963, 1 submitted to 
the Subcommittee my report on the tax-free commercial activities of 
the Baird Foundations, describing them as unregulated, tax-free 
securities dealers, unchartered bankers, and business brokers. 

The IBS statement of tax liability to the Lansing Foundation is 
dated October 18, 1963, two days after release of my report on the 
Baird Foundations. The Foundation paid the tax liability in the 
amounts of $313,915.17 (1952 tax including interest) and $327,646.83 
(1955 tax including interest) on October 24, 1963 and October 25, 

1963 respectively. 

These facts were discovered by us subsequent to my report of Octo- 
ber 16, 1963. Although the Baird Foundations’ records were delivered 
to us under subpoena, the Foundations had withheld their correspond- 
ence with the IBS, among other things. When we discovered that the 
Foundations had withheld such records, I asked that they be delivered 
immediately. Thus, some records were delivered to us on October 31, 

1963. 

Upon reviewing the material delivered to us on October 31, 1963, we 
found references to other records which had not been delivered to us. 
Hence, by letter of November 13, 1963, 1 listed the still missing items. 

Such items were forwarded to us on December 6, 1963. 
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In my view, the IES-Baird Foundation tax deal will earn a secure 
place in the annuals of IRS activities which favor tax exempt founda- 
tions at the expense of the taxpayers. If the Lansing Foundation 
owed the Government $641,562, then the other two Baird Foundations 
(Winfield Baird Foundation and David, Josephine & Winfield Baird 
Foundation) owe several times that amount. Their financial trans- 
actions were similar to Lansing’s and, in the case of the Winfield Baird 
Foundation, considerably larger. For example, during the period 
1951 through 1961, the Lansing Foundation sold securities totaling 
$23.2 million, showing capital gains of $3.8 million. During the same 
period, the Winfield Baird Foundation sold securities totaling $89.1 
million with capital gains of $16.5 million ; and the David, J osephine 
& Winfield Baird Foundation sold securities totaling $14.2 million 
with capital gains of $2.1 million. 

This is another example of the IRS playing Santa Claus to owners 
of foundations, to the detriment of the taxpayers who must foot the 
bill. Obviously, each tax exemption and failure to collect taxes in- 
creases the burden of our taxpaying citizens and businesses, including 
small business. 

Contrast the IRS indulgent treatment of foundations with its al- 
leged handling of Mr. George Anthony, a small businessman in Peoria, 
Illinois, who writes, in part as follows : 

I am a small business man * * * Here is what happened. In the first place they 
took about 3 months of my time, and then after not finding any errors, the agent 
said I’ll have to tax you $1200 for the time that I put in. Sir, can you imagine 
that? My lawyer advised me to pay it, and then sue them for it. We did that 
and won the case, but was out the lawyer’s fees, plus the time and harassment 
I know of other cases of this type in my city, so there must be thousands through- 
out the country. 

Why did the IRS tax the Lansing Foundation but fail to tax the two 
larger, more active Baird Foundations— particularly the largest one, 
the Winfield Baird Foundation ? 

Mr. Caplin. Mr. Chairman, is this question put to me by Mr. Olsher. 

The Chairman. I am putting the question. 

Mr. Caplin. I assume he just read it for you. 

The Chairman. Yes, he read it for me. 

Mr. Caplin. Well, Mr. Chairman, I would like to state primarily 
on this case, number one, the District Office was never overruled ; sec- 
ondly, despite some of the newspaper releases, I should say one news- 
paper, there was no contact between the Commissioner and Mr. Baird, 
or any of the principles in the case. 

As a matter of fact, the Commissioner did not know the case was 
even in the office. 

In terms of the chronology, if vour staff had come to me, I would 
have been very happy to fill in the chronology of the case. I think 
there is some suggestion of some impropriety here perhaps. 

Now, in fact what happened after September of 1957, which is one 
of the dates read to me — and I use the Lansing Foundation as the 
key case, because that was the pivot here — the national office memo- 
randum was forwarded to the district, and the taxpayer made contact 
protesting the letter. This is the due process procedure I referred to 
at the outset. There was no automatic revocation without the right 
to be heard. 
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In 1958 and 1959, briefs were submitted in the district through the 
normal decentralization procedure and heard out there. _ 

In March of 1960, the Eevenue agents from the district who were 
examining this particular return came to Washington to meet with 
the Exempt Organizations Branch for advice on the case, and they 
talked about the proposal of settling the case on some basis with the 
taxpayer’s representative. . 

They went back to New York in May of 1960— “they” meaning the 
district Eevenue agents — and had a conference with the foundation 
and their representatives in May 1960. . . 

On June 6, 1960— and mind you this was in the prior Administra- 
tion, contrary to the suggestions of that one newspaper article con- 
cerning which administration passed upon this — a report was made 
to the Chief of the Audit Division of the Manhattan District by one 
of the Eevenue agents working on the case, telling of his conference 
with the taxpayer on May 27, 1960, setting forth the agreement reached 
which is substantially the same as the one that is in the final report. 

On December 1, 1960, the report of the agents to the Chief of the 
Audit Division was finalized and discussed with the national office 
officials working in the exempt organization area. 

Mind you, by December 1, 1960, the entire dimensions of the case 
were agreed upon — accepting the taxpayer’s proposal. At that point, 
the rest was just pure routine administration, carrying out the agree- 
ment, with the district going back, writing up a full report— I will 
not go into all the details — careful review in the field, recommenda- 
tions from the field that the matter be settled. 

The matter was forwarded up here, and was reviewed m the na- 
tional office by career employees in the normal fashion. As the mat- 
ter was not deemed important enough for me to personally sign, the 
return letter was signed in my behalf as hundreds of documents 

tiro 

This matter had been brought to the attention of the New York 
Times bv someone from your office, as I understand, Mr. Patman. 

The New York Times looked into this. They came up, they looked 
at our public files, they were satisfied, they did not print the story. 

The other day this matter was publicized in another newspaper 
with these very unfortunate suggestions. 

I am happy to see that the newspaper which did report that on 
last Friday corrected their story on Monday. 

Now, I 'will not go into the the legal issues, the question of what 
our lawyers think about them. I will ask perhaps Mr. Eogovin or 
the Chief Counsel to discuss with you the grounds upon which the 
staff felt that this result was a right one. 

The Chairman. According to the Wall Street Journal of July 
20, 1964, a spokesman for the IES states that you did not personal- 
ly approve the IES-Baird Foundations tax agreement. 

Mr. Cai>lin. That is correct. 

The Chairman. Yet the closing agreement states that it was ap- 
proved by the Commissioner on January 15, 1963 and signed by 
Bertrand M. Harding on the same date. Moreover, the agreement of 
October 22, 1962, which is identical with the closing agreement of 
January 15, 1963, was signed by you. 
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Mr. Caplin. It was not, sir. 

The Chairman. It was not signed by you ? 

Mr. Caplin. It was not, sir. My name is signed on hundreds of 
documents. 

The Chairman. I mean your name was not signed to it ? 

Mr. Caplin. I did not sign it. My name may have appeared as it 
does on hundreds of documents. 

The Chairman. Was there any indication you did not sign it? 

Mr. Caplin. I do not know. I did not sign it. 

The Chairman. Do you permit the use of your name that way? 

Mr. Caplin. Yes, sir. 

The Chairman. You mean you let people sign it without reference 
to the fact that you did not personally sign it ? 

Mr. Caplin. We have a complete record in the national office. We 
have between 30,000 and 40,000 applications for rulings that come in. 

There are certain important ones which may be sent forward for 
higher review. We have a man assigned in the office, Mr. Edwin 
Perkins, Assistant to the Commissioner, who has the authority to 
sign the Commissioner’s name, a delegation like in many other agen- 
cies throughout government. 

The Chairman. I doubt that that would be comparable to this. 

This involves lots of money. And this is a case where you were sup- 
posed to have signed that. 

Mr. Caplin. No. I did not have to. This is merely a letter to the 
taxpayer, Mr. Chairman. 

The Chairman. You did not sign the agreement? 

Mr. Caplin. I did not sign the agreement. 

The Chairman. You state your name was on that ? 

Mr. Caplin. My name is not on the agreement. 

. The Chairman. And the signature that you had in connection with 
it was your signature, but it was not made by you ? 

Mr. Caplin. It was not my signature. It was my name written on 
there. 

The Chairman. But by permission ? 

Mr. Caplin. By delegation, which has been part of Internal Reve- 
nue procedure for many, many years. And we go back a hundred 
years. 

The Chairman. Do you take responsibility for the actions of the 
IRS during your term of office ? 

Mr. Caplin. I do, sir. 

I he Chairman. Will you explain why the Lansing Foundation 
was not billed for the $641,562 until October 18, 1963? The agree- 
ment was approved by you on January 15, 1963. 

Mr. Caplin. The agreement was forwarded to the District Office for 
execution and billing. The bill was not sent out promptly. We made 
an investigation through Internal Revenue’s inspection service. De- 
tailed interviews were made of the persons involved in the billing 
procedure. .As far as we can tell from the inspection report, this 
]ust was an inadvertent error. A file was placed on a shelf. And the 
actual mailing of the bill did not go out until this later date. 

But I would like to say this, Mr. Chairman : An intensive audit has 
been m active operation, so far as these organizations are concerned. 

. part of the closing agreement procedure to see whether every 
single period and comma of the closing agreement is lived up to — 
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which would have included payment. If there is any violation of the 
closing agreement — and the closing agreement is wide open — it is re- 
scinded and the whole matter is reopened. The statute of limitations 
has been kept open by agreement. 

So while it is true that in terms of timetable, the bill was actually 
physically sent from the District Office after the date of your report, 

I am confident that they would have been billed, plus interest always 
running, at some time. 

The Chairman. I have before me here a letter, a copy of a letter, 
United States Treasury Department — it is Xeroxed, Thermofaxed, 
or some duplicating process. 

“Internal Revenue Service, Washington 25, D.C., October 22, 1962.” 

This is addressed to the Lansing Foundation, Inc., 65 Broadway, 

New York 6, New York. 

“Gentlemen” — the first sentence is: 

“In our ruling of August 6, 1954 we revoked your exemption from 
Federal income tax for the year 1951 and subsequent years on the 
basis that you had unreasonably accumulated income in violation of 
section 3814 of the 1939 Internal Revenue Code * * * On September 
5, 1957, we affirmed that ruling”, and so forth. 

Now, that page and the next page and the next page, indicate an 
agreement, an understanding. And this letter is five pages. And it 
is signed: 

“Sincerely yours, Mortimer M. Caplin, Commissioner.” 

Do you deny signing that letter, Mr. Caplin % 

Mr. Caplin. Yes, sir. Regardless of the relevance of my signature, 

I physically did not sign that letter. 

The Chairman. Take a look at it. 

Mr. Caplin. That is not my signature, Mr. Chairman. I do not see 
the relevance. But I tell you categorically, it is not my signature. 

The Chairman. But that does — you have seen that letter ? 

Mr. Caplin. Subsequently, yes. 

The Chairman. That sets forth the agreement between Internal 
Revenue and the three Baird F oundations ? 

Mr. Caplin. It proposes an agreement. The agreement was not 
executed until a closing agreement was physically signed. 

The Chairman. But that was acted upon ? 

Mr. Caplin. There was a contract ; yes, sir. 

The Chairman. It was a contract ? 

Mr. Caplin. No — a second document was the contract. This was a 
proposal. A second document, a closing agreement on a particular 
form, constituted the contract. 

The Chairman. It was accepted — it was a proposal by the United 
States Government we will say, acting through you ? 

Mr. Caplin. That is right. 

The Chairman. Yes, sir. And it was accepted ? 

Mr. Caplin. That is right. And I accept responsibility as Com- 
missioner for that proposal. 

The Chairman. I can understand, Mr. Caplin, how you would per- 
mit the use of your name under certain conditions, where it is just 
routine. But where this involves matters of really millions of dollars, 

I don’t understand why you would permit people to sign your name 
without indicating it was signed with your permission. 
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Mr. Caplin. Mr. Patman, that is a large sum of money. But I think 
you must keep in mind that we handle billions of dollars, almost $113 
Billion this year. And in terms of the decision as to what is a signifi- 
cant matter which requires the Commissioner’s personal attention — 
with many, many competing obligations during the day — this is some- 
thing that I have to rely upon for staff determination. This has been 
a procedure that has been m vogue for many, many years with many, 
many commissioners in many, many administrations. 

I am not saying it is the perfect system. But it is the best we have 
been able to devise to keep the Commissioner functioning and making 
himself effective in a 24-hour day. 

The Chairman. Your statement about the $113 billion does not 
impress me too much, because there are very few tax assessments like 
this in the $113 billion a year. 

Mr. Caplin. I was just trying to put the $600,000 closing agreement 
in context with various cases we have. We have many individual cases 
involving many more millions of dollars decided upon by a Kevenue 
agent in the field. I think it is important to recognize that we have 
to delegate enormous authority, when you have 65 million individual 
income tax returns, and 100 million returns of all varieties being filed — 

60,000 employees spread out in 900 offices. We have delegations from 
the Secretary to the Commissioner to Regional Commissioners, to 
District Directors, to Chiefs of Divisions and to Branch Chiefs. 

The Chairman. We will insert this letter in the record at this point. 

(The letter referred to by the chairman follows:) 

U.S. Treasury Department, 

Internal Revenue Service, 

Washington, D.G. 

The Lansing Foundation, Inc., 

65 Broadway, 

New York, New York. 

Gentlemen : In our ruling of August 6, 1954, we revoked your exemption 
from Federal income tax for the year 1951 and subsequent years on the basis 
that you had unreasonably accumulated income in violation of section 3814 
of the 1939 Internal Revenue Code (which corresponds to section 504 of the 
1954 Code) . On September 5, 1957, we affirmed that ruling and further con- 
cluded, on the basis of your profitmaking transactions and other financial 
ventures, that you were not operated exclusively for exempt purposes contem- 
plated by the statute. 

We have reconsidered your status for Federal income tax purposes for the 
years involved in the light of information submitted in your protests and in 
conference held in connection therewith. Based upon all the available informa- 
tion, we have concluded that you are exempt from Federal income tax under 
the provisions of section 501(c) (3) of the Code for the years 1951, 1954 and 
subsequent years, but you are not exempt for the years 1952 and 1953 and are 
required to file income tax returns for such years. Information returns, Form 
990-A, are required to be filed for all years for which your exemption has been 
reinstated. 

This ruling is issued with the understanding that a closing agreement made 
under and in pursuance of section 7121 of the Code, and containing, in essence, 
the following conditions, will be executed : 

1. From the effective date of the restoration of your exempt status until 
your formal dissolution and complete liquidation you will currently dis- 
tribute all of your net income, inclusive of net capital gains, to organizations 
organized and operated exclusively for purposes described in section 501(c) 

(3) of the Internal Revenue Code of 1954 providing that such organizations 
shall have obtained rulings or determinations from the Internal Revenue 
Service that they are exempt from tax and satisfactorily establish that such 
exemption is still in effect. 
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2 On or before December 31, 1965, you will have completely disposed 
and divested yourself of your entire net assets to organizations organized 
and operated exclusively for purposes described in section 501(c) (3) ot toe 
Internal Revenue Code of 1954, provided that such organizations, shall have 
obtained rulings. or determinations from the Internal Revenue Service that 
they are exempt from tax and satisfactorily establish that such exemption 

W if* You tvill'make no distributions to organizations organized by private 
individuals which confine their activities to the receipt and disbursement 
of funds for allowed purposes notwithstanding the fact that such organiza- 
tions qualify within the meanings of paragraph 1 and 2 hereinabove, in 
determining whether an organization is as above described, its size, activi- 
ties and degree of control exercised by its organizer or organizers shall be 
taken into consideration. Should any question arise as to whether an 
organization is within the prescribed group, you will make no distribution 
to it without the prior approval of the Internal Revenue Service. 

4 The activities and operations which occasioned the loss of your exempt 
status, as set forth in letters of the Internal Revenue Service dated August 
6 1954 and September 5, 1957, will be discontinued. Your activities_ and 
operations will hereafter come within the allowable limitations set forth 
in section 501(c)(3), 503 and 504 of the Internal Revenue Code of 1954 
and the appropriate regulations thereunder. Your investments will be 
passive in nature, principally for the production of investment income, i.e., 

dividends, interest, etc. „ 

5. Waivers of the Statute of Limitations on assessment and collection 
extending the Statute of Limitations with respect to each of the years 1951 
through 1959, inclusive, until June 30, 1963, will be executed by you at the 
request of the Commissioner. Additional extensions of such waivers for 
periods of not more than one year at a time will be executed by you at the 
request of the Commissioner but in no event will you be required to extend 
the Statute of Limitations for any of the years 1951 to 1959, inclusive 

beyond December 31, 1967. , 

6 This ruling and the execution of the closing agreement are conditioned 
on the execution of separate closing agreements between The Winfield Baird 
Foundation and the David, Josephine and Winfield Baird Foundation, Inc., 
respectively, with the Commissioner covering the years 1951 through 195b, 
inclusive. Any breach of the terms or conditions of said closing agreements 
by any of the parties thereto shall constitute a breach of the terms and 

conditions of this ruling and the closing agreement. . 

7. For the calendar years 1952 and 1963, you will be deemed a taxable 

corporation for Federal income tax purposes. 

8 . Your exempt status will be restored for the years 1951, 1954 and sub- 
soQUGnfc 

9. The agreement shall terminate upon the breach of any of its terms or 
conditions, and each of the parties thereto shall thereafter be free to pursue 
his legal rights and remedies as if the agreement had not been executed. 

10. Tile agreement shall inure to and be binding upon you, your legal 

representatives, successors and assigns. , 

11. Notwithstanding anything to the contrary contained in this ruling or 
the agreement, you may enter into transactions with the Winfield Baird 
Foundation and the David, Josephine and Winfield Baird Foundation, Inc. 
for the purpose of acquiring funds to liquidate your liability for income 
taxes plus interest provided by law without affecting your tax exempt 

We will approve a closing agreement with respect to those issues set forth 
above. The necessary closing agreement has been prepared in duplicate and 

18 Both 1 The original and duplicate copy of each agreement should be dated and 
signed as indicated with the corporate name followed by the signature and title 
of an officer, or officers, authorized by the board of directors to act in the matter, 
and the corporate seal should be affixed. There should also be attached to the 
original of each agreement a certified copy of the minutes of the meeting of the 
board of directors at which a resolution was adopted authorizing the officer, or 
officers signing the agreement to act on behalf of the organization m the matter 
of entering into the closing agreement. The copy of the minutes should be 
sworn to before a notary public. Upon execution of the closing agreements, they 
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1)6 returned immediately to this office for the attention of T:R:E0:6- 

(jrAM. 

In pursuance of our policy with respect to closing agreements, the agreement 
contains a stipulation to the effect that any change or modification of applicable 
statutes will render the agreement ineffective to the extent that it is dependent 
upon such statutes. 

This ruling modifies our rulings dated March 6, 1947, August 6, 1954 and 
September 5, 1957. ’ 

It will be noted that the conditions set forth in the closing agreement enclosed 
are substantially the same as those contained in the proposed closing agreement 
executed by you on Form 8C6. However, where a closing agreement as eontem- 
plated here contains issues affecting future years, the appropriate form to be 
utilized is Form 900 rather than Form 866. 

The District Director, Manhattan, New York, is being advised of this action 
Sincerely yours, 

Mortimer M. Caplin, Commissioner. 

The Chairman. Will you explain, Mr. Caplin, why the Lansing 
Foundation was only assessed taxes for the years 1952 and 1953? 
Ihe Foundation s exemption was revoked for all years beginning 
1951 by ruling of August 16, 1954 and affirmed by ruling of Sep- 
tember 5, 1957. J p 

Mr Caplin. Mr. Chairman, as I did not participate in that case, 
1 would like to suggest that the Chief Counsel or Mr. Rogovin address 
themselves to that. 

The Chairman. That will be satisfactory. 

Mr. Caplin. But I would like to say this preliminarily. It must 
be recognized that this was a death sentence. The agreement was a 
death sentence so far as the Foundation was concerned — the three 
' oundations were interrelated, they all had to go out of business by 
1965 and distribute to bona fide charities. This was not a matter of 
giving an individual taxpayer anything. They knew that they were, 
a nd they are, under, intense audit examination to see that they are 
abiding by every period and comma in the closing agreement, to make 
sure that these funds are going only to bona fide foundations. That 
is on theprocedural side. 

The Chairman. Your statement bona fide charity— you mean by 
that that they will not be allowed to contribute to another founda- 
tion— I mean pri vately -controlled foundation ? 

Mr. Caplin. That is right, another private foundation. 

llie Chairman. You do not consider that bona fide? 

Mr. Caplin. Under the agreement. 

The Chairman. Under the agreement ? 

Mr. Caplin. Yes, sir. 

The Chairman. That is not considered bona fide under this agree- 
men i^ wh 7 shouI 1 d d be considered bona fide where Mr. Baird or 
anybody else would just make contributions each year from one foun- 
dation to another, and from that foundation to another foundation? 

Mr. Caplin. The law permits this. 

The Chairman Do you not think that law should be changed? 

.V'" Caplin. I think that ought to be examined very carefully, Mr. 

The Chairman. Now I will ask you just one more question. What 
were the reasons for the reinstatement of the three Baird Foundations 

tax exemption by ruling of October 22, 1962 * 
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Mr. Caplin. This was all part of an overall proposal. They were 
tightly interrelated. They were family foundations, with the same 
group of people involved. And all three were disposed as part ot a 
package settlement agreement, with final liquidation fixed for 1965. 

The Chairman. You say you want one of the other gentlemen to 
make a statement? 

Mr. Caplin. Yes. , 

(Following is revised testimony submitted by Mr. Rogovm under 

date of August 4, 1964.) , 

Mr. Rogovin. Mr. Chairman, the Revenue Act of 1950 brought 
about new statutory provisions regarding foundations and chanties. 

One specific provision — dealing with the effect an unreasonable ac- 
cumulation of income has on exempt status — is particularly relevant 

in the Lansing case. . . 

In 1954 the examination of information returns filed by foundations 
was conducted by the Exempt Organization Branch m the National 
Office in Washington. At that time an examination was made ot the 
Lansing Foundation return and it appeared on the face of the return 
that its accumulation of income might have been unreasonable and 
therefore in violation of the provisions enacted in 1950. _ 

The National Office sent a letter to Lansing requesting information 
regarding its income accumulation and also certain security transac- 
tions for 1953. As a result of this correspondence, the National Office 
revoked the status of Lansing Foundation beginning with the calendar 
year 1951. This was in the August 6, 1954 letter Mr. Olsher previously 

read into the record. _ , , , , 

The reason given the Foundation for this action was that there had 
been an unreasonable accumulation of income for 1951. This appeared 
at the time to be a satisfactory ground for revocation. The letter also 
indicated that Lansing’s other financial transactions and investments 
had not been gone into. The Service was, in effect, not passing on those 
trasactions at the time since the income accumulation appeared suffi- 
cient to warrant revocation. . 

After the organization filed a protest to the revocation, a number 
of conferences were held here in Washington with the Revenue Serv- 
ice. These negotiations ended in 1957 when the Service reaffirmed the 

prior revocation letter. , 

By 1957, when the affirmation of revocation had been sent, the 
examination of information returns had been decentralized. As a 
consequence, a memorandum was forwarded to the New York district 
director advising him of the action taken in the Lansing case and also 
pointing out that a collateral investigation of the two related founda- 
tions, Winfield Baird Foundation and David, Josephine and Winfield 
Baird Foundation, Inc., should be instituted because of overlapping 
transactions. Audits of these two foundations covering years from 
1950 through 1955 were thereupon undertaken by the New York dis- 
trict office. , 

As a result of the examinations, “30-day letters” proposing revoca- 
tion of exempt status were sent to both Baird foundations in the spring 
of 1959. In each case, the same basic reasons for proposed revocation 
were set forth. In essence, they were: (1) The foundations funds 
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were not devoted to exclusively charitable purposes ; (2) Its primary 
purpose was the carrying out of a trade or business for profit; (3) Its 
assets were jeopardized by the manner in which they were invested ; 
and (4) There had been an unreasonable accumulation of income for 
the years 1950 through 1957. 

After several extensions of time, a “package” protest brief was filed 
by the two foundations’ attorneys. The brief contested certain find- 
ings made by the agent and asserted that the foundations were not 
dealers in securities; that their securities transactions were for the 
production of income only and that there had been no unreasonable 
accumulations of income. In the affirmative, they alleged that the 
foundations were operated exclusively for charitable purposes. 

Subsequently, there were negotiations between representatives of 
the two Baird and the Lansing foundations with the Manhattan dis- 
trict director s office. I he field finally concluded that a package 
settlement should be accepted as being in the best interests of the Gov- 
ernment for the following reasons: (1) As to 1950, the accumulations 
P rc ! v ^ slon was not applicable; and (2) the evidence showed that the 
Baird foundations were not dealers in securities and it was very doubt- 
ful that a finding could be made that a trade or business existed. In 
the absence of such a finding, gains from sale of capital assets could 
not be included in determining accumulations. Moreover, it was indi- 
cated that distributions to sister foundations or controlled foundations 
are not necessarily proscribed and thus the Service might not be able 
to add back those contributions in determining accummations. 

Ihq terms of the settlement are known to you and have already been 
read into the record. There are some of the reasons why the settle- 
ment was made. 


In essence, the exempt status of all three foundations was revoked. 
Because, however, of doubts as to whether the Government would 
ultimately prevail in revoking the status of all 3 foundations, a settle- 
ment, reflecting these doubts, was arrived at. From the Government’s 
point of view, by the end. of 1965 all three foundations will disgorge 
corpus and accumulated income to approved operating charities and 
go out of existence ; some $600,000 in tax and interest was recovered ; 
and adequate safeguards regarding activities up to the date of final 
dissolution were obtained. 

The Service recognizes that the process of settling cases is not 
precise. Often litigating hazards and interpretations of the law must 
be equated into dollar figures. And this often is done during periods 
in which the law, as shaped by court opinions, is in a state of flux. 
1 bus, m the matter of the Baird and Lansing foundations, the fact 
that the litigable issues involved were not free from doubt made these 
cases susceptible of settlement. 

The Chairman. Will you excuse me just a minute? 

( Discussion off the record. ) 

The Chairman. Back on the record. 

I will ask Mr. Olsher to continue. 


Mr. Olsher. Mr. Caplin, out in California there seems to be a rather 
unusual situation an entire county dominated by a foundation. Let 
me tell you about it. 

Today, as has been the case for the past 100 years, the present and 
u ure well-being of Orange County, California, the nation’s fastest 


Approved For Release 2004/04/08 : CIA-RDP67B00446R000300020094-4 



Approved For Release 2004/04/08 : CIA-RDP67B00446R000300020094-4 

TAX-EXEMPT FOUNDATIONS: IMPACT ON SMALL BUSINESS 93 

growing urban area, depends upon the decisions made by the men 
who control The Irvine Foundation, which in turn controls the 
Irvine Company. ... 

No community, no business enterprise, no government entity in this 
County’s 797.8 square miles lies outside the shadow of the Irvine 
Foundation influence. 

The Irvine Company’s vast land holdings reach as far as the eye can 
see — and far beyond. Sweeping along 13 miles of enormously val- 
uable shoreline of the blue Pacific and sprawling in a broad belt across 
the center of Orange County for its entire width, the Company’s ap- 
proximate 93,000 acres are considered the most valuable property 
available for development under single ownership in the world today. 

This prime property comprises nearly 20 percent of hustling, bus- 
tling Orange County’s total land area of 510,920 acres. Today, the 
County’s population exceeds 1,000,000. By 1980, it is estimated that 
it will top 2,000,000. I understand that the County is growing IV /2 
times faster than the national rate, and 114> times that for California 
as a whole. 

The Irvine property, according to conservative estimates, has a 
market value today of $1 billion. Competent appraisers report an 
appreciation factor of 2 percent per month for Orange County real 
property at the present time. Depending upon location and poten- 
tial use, the Irvine lands range in value from 25 cents to more than $7 
! a square foot. 

What The Irvine Company does, or decides not to do, will in- 
1 evitably have tremendous economic impact throughout Southern Cal- 

ifornia, and especially on the future of the more than thirty fast- 
growing communities which lie within its shadow. 

The Irvine Company, its policies, its management, and its day-by- 
day operations have been under the domination and absolute control 
of The James Irvine Foundation, of San Francisco, since 1947. The 
Foundation is owner of 459 shares, or 53.7 percent, of the issued and 
' outstanding Irvine stock. 

James Irvine, principal stockholder of the Company he incorpo- 
' rated under the laws of West Virginia in 1894, established The James 

Irvine Foundation as a California corporation on January 6, 1937. 
Voting control of The Irvine Company passed to the Foundation’s 
self-perpetuating trustees upon Irvine’s death in 1947. Three of the 
original trustees are alive today. 

Since 1957, there has been active and vigorous opposition to the 
i Foundation’s stranglehold on the Company in the person of Mrs. Joan 

* Irvine Smith, granddaughter of James Irvine. Mrs. Smith is the 

Company’s second largest stockholder and the only one serving on the 
Company’s board of directors. She owns 180 shares, or 21.1 percent, 
of the Irvine stock. 

In the unremitting struggle Mrs. Smith has been waging for con- 
structive reforms, the following examples of nonfeasance on the part 
of the Foundation have been alleged : 

• Stockholders have been denied adequate dividend returns as a 
result of Foundation’s failure to institute and maintain good cor- 
porate management of the Company. Since 1947, the per share divi- 
dend yield has been less than 1 percent of the stock’s considerably 
undervalued $109,000 per share market value. 

30-915—164 7 
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• Inflexible F oundation opposition to a proposal for identifying and 
determining possible conflicts of interest among Company officers, 
directors, and employees in the following areas : investment in supplier 
companies; investment in customer companies; investment in com- 
peting companies ; borrowing from or lending to customer or supplier 
companies; misuse of privileged information; use of company posi- 
tion for personal gain; financial speculation; revealing confidential 
data to outsiders ; acceptance of employment from firms that have a 
business relationship with the company ; acquisition of real estate of 
interest to the Company. 

• Eefusal to investigate the activities of a Foundation director and 
Company officer in connection with transactions in which The Irvine 
Company had an interest, which, when conducted by her at her own 
expense, led to the partition of certain real properties held in joint 
ownership by the director and the Company, and also to his resigna- 
tion from the Company and the Foundation. 

• Adamant rejection of her proposal to analyze Company opera- 
tions in an effort to improve income and profit by securing answers to 
the following questions : 

What should the “character” of the Company be in order to 
maximize profits ? 

What is a reasonable profit goal for the Company ? 

What action programs are necessary to achieve specific im- 
provement opportunities in (1) policies, (2) planning, (3) 
staffing, (4) method of marketing land, and (5) internal con- 
trols ? 

How effective has past performance been (1) in investment 
return, (2) yield as compared to developed goals, (3) com- 
parison with outside experience in land development and 
agriculture? 

• Inflexible adherence to the Foundation’s traditional motto, “What 
goes on inside The Irvine Company is none of the general public’s 
damned business.” 

• Negligence and failure by the Foundation directors of their 
fiduciary obligations in connection with certain real property transac- 
tions which have deprived the Company of $605,960. 

• Subversion of a resolution adopted by the Board prohibiting 
without advance knowledge and approval of the Board, the leasing or 
conveyance of any Company real property to any officer, director, 
shareholder, or employee. 

• Y arious attempts to dilute stockholder ownership in the Company 
by the proposed creation of subsidiary and independent realty develop- 
ment companies. 

• Negligence in the transfer and conveyance of 29 acres of real 
property representing $500,000 in benefit and value to the Company. 

• Many small businessmen find it difficult to do business with The 
Irvine Company because they are not. members of the “inner circle.” 

Foundation directors have caused Irvine Company business to 
now to firms controlled by them or their friends. 

It is contended that in each instance not only have the interests of 
the Irvme.minority stockholders been affected, but the alleged actions 
have also influenced the economic well-being of the citizens and resi- 
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dents of California, for whose benefit The James Irvine Foundation 

was ostensibly established. , . . „„ . 

By the way, Mr. Caplin, the Irvine Foundation carries its oo-percent 
ownership of the Irvine Company at $2, despite the fact that the 
Foundation’s equity in the net assets of the Company was valued at 
$11.7 million on March 31, 1964. , ,, 

Has the Treasury examined the Irvine Foundation as to whether i 
is f ulfil l inn its responsibilities as a tax-exempt organization t 

Mr. Caplin. I do not know whether the Treasury is examining or 
not. Even if these various allegations are true, I do not know if there 
is any impropriety under the tax law. But I certainly would hope 
that the District Director in that area would have examined the trans- 
actions. If he has not already, I suspect that he will be looking into 
it sometime in the immediate future. _ 

But I do think that the type of situation you described illustrates 
the very point that the Chairman of this Committee has made the 
growth or some of the foundations, the broad participation of some of 
the foundations in business activities, the difficulties under existing 
law in doing anything about it from a tax standpoint. 

We also have the question of whether the States should be taking 
a more active role here, whether the States should not be the pioper 
body for regulating. If the answer is that the federal government is 
needed, your next question is which agency of the federal government .■ 

Is the Internal Revenue Service the agency to evaluate portfolios 
and types of investment and the like, or should there be some other 

agency examining them? . , , 

Another point that is suggested by your various disclosures relates 
to whether or not there ought to be a limitation on the aggregation of 
assets over the years — whether or not foundations ought to be required 
to actually expend part of their assets over some periodic basis, aside 
from distributions of income. , . 

I think the treatment of capital gains, both short term and long 
term, as outside of the unreasonable accumulation provisions is also 
involved here. Should these capital gains, particularly the short-term 
capital gains, not be included under unreasonable. accumulations . 

On the question of dealings with any insiders — is the present statute 
broad enough ? Should wo not really return to the philosophy ox the 
original House bill back in 1950, when you included not only the con- 
trolling people in the foundation, the organizer and his family, but 
also officers and directors; and you imposed flat prohibitions, rather 
thn only in abuse situations, in dealings between the insiders and the 

foundation ? , 

Or should we not use an SEC standard like section 16(b) of the 
Exchange Act in terms of any profit, requiring a disgorgement by 
individuals of any profits growing out of the foundation relationship ? 

Another question that comes to mind is what the penalty should be 
in violation. Should we penalize the foundation, when you have in- 
siders taking advantage of the foundation’s shell; or should you pena- 
lize the individual, put a special tax on the individual himself, whether 
he is the controlling stockholder or someone else? 

This is another question that suggests itself. _ _ 

A related question is, why not broaden the definition of unrelated 
business income? 
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Today we have great difficulty in applying this provision. In 
broadening that definition, should we not even prohibit certain ac- 
tivity? 

Should we prohibit or sharply limit borrowing, for example? 

Should we require diversification of holdings ? 

Should we limit them in the amount of stock in a corporation that 
they hold and the amount of assets to be invested in a particular 
stock? 

Should we limit their trading and speculation in securities? 

These are all very legitimate inquiries, inquiries which you have 
made, and which I would hope that the proper Committees of Con- 
gress will consider. 

The Chairman. I have a couple of more questions. 

Mr. Olsher. By the way, the Irvine Foundation had not been au- 
dited by the IRS as of the end of 1963. 

Mr. Caplin. I think my prior statement stands. 

. Mr. Olsher. Have you ever heard of sinking fund debentures be- 
ing issued on a foundation ? 

Mr. Caplin. I think this is possible, yes. 

Mr. Olsher. Being issued on a foundation? Ho you consider this 
a proper practice for a foundation ? 

Mr. Caplin. You are talking in terms of the foundation itself is- 
suing fund debentures. 

Mr. Olsher. At this point we do not know. 

. . Mu Caplin. Well, it sounds like a rather extraordinary transaction 
llr did do this. It would certainly raise serious audit questions, 
and it would be something that a Revenue agent would want to re- 
view carefully. 

Mr. Olsher. The facts on it are as follows : 

to Mr. David G. Baird, from December 13, 1962, through 
May 12, 1964, a total of $2.8 million of 4 percent sinking fund deben- 

ono 3 °i , 1982 ’ were issuocl on the Baird Foundations— 
74U,0UU or these debentures were donated to a number of charitable 
organizations. 

? aird Foundation was the holder of the remaining 
SpoO.OOO of debentures, acquired on June 27, 1962, but there is no in- 
dication as to whether the debentures were acquired by donation or 
purchase On December 28, 1962, the Winfield Baird Foundation 
A/r tv ie . debentures_ to the Winfield Corporation, a firm with which 
Mr. David G. Baird is associated. 

.Mu tiAPLLY I do not know if any violation of present law is in- 
volved, but I can assure you that under the closing agreement pro- 
cedure, these matters will be examined most carefully. In fact we 
have conferred with the Revenue agents who are examining these 
cases, and have tried to give them the benefit of all your factual studies 
as well as any legal studies we have made here. So I can assure you 
they will be well equipped in evaluating the facts and in reaching their 
recommendations on how the matter should be finally disposccl of 

Mr. Caplin. It sounds unusual to me. I can think of a situa- 
tion where, , if they were constructing a hospital building, they might 
want to raise some money m addition to contributions Here a de- 
benture might be appropriate, and a subordinated debenture is a 
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piece of paper they might like to use in getting the support of the 

C °So h r is difficult to jump to the conclusion that there is an impropri- 
ety just because of the issuance of that type of obligation. 

HU- letter of October 1, 1964, Chairman Patman asked the IRS to 
submit the following additional information m connection with the 
teaSaction Mriol the issuance of sinking fund debentures on the 
Baird Foundations:) 

( a ) A detailed description of the transaction, 
fhl Hops the IRS approve of this transaction t 

(c) Is this transaction in violation of law or Treasury ie&u a 1 

If the answer is affirmative, please submit details. Foundations 

, , Ta transaction in violation of the Iltb-Baira nounuauous 

agreement of November 1962? If the answer is affirmative, please 

submit details. 

(Under date of October 12, 1964, the IRS responded as follows. 

Also, see Exhibit 12, page 312.) 

i, l „v. t 0 f the procedural rules for dealing with issues raised in the 
anffit of returns including rights of appeal available to taxpayers m such 
cases I am s™re you will agree that it would be inappropriate for me, 
as Acting Commissioner, to prejudge the tax consequences of the : vane ms 

transactions you cite by responding to your <pestions ™ach°d I 
the Service audit has been concluded and final decisions reacneu, 
shall be glad to respond to the extent the disclosure statutes and good 

administrative practices permit. 

Mr Olsiiek. Here is another Baird transaction I would like to 
summarize. This relates to the Baird Foundations-Lansall Com- 

Pa §n" Apri? 21, ° : 195V the Lansing Foundation pur^ased from the 
Lansall feorp., Loom 4500 Chrysler 

shares of Lansall Corp. Class B stock for >500,000. 1 he -Lansing 

Foundation held the 5,000 shares of Class B stock ^ 1957 when it 
was transferred to the David, Josephine & Wmfield Band Founda- 
tion. The latter has carried the shares at $550,000. ,, 

On June 1, 1955, the Winfield Baird Foundation purchased from the 
Alleghany CJorp. 5,000 shares of Class A stock of 
well as $1 million of 4% percent debentures, for the sum of $1,796^25 
The Foundation gave Alleghany Corp. a note m the amount ot 

stock and debentures representing 100 percent owner- 
shin of Lansall Corp., cost the two Baird Foundations $2,346,225. 

Subsequently, beginning August 31 ? 1962, the David, Josephine & 
Winfield Baird Foundation and the Wmfield Baird Foundation trans- 
ferred $2,819,937.94 of assets to the Lansall Corp. 

On December 26, 1962, the Lansall Company, a 
tion was organized with total authorized capital st ° ck 
50% interest (1,000 shares) was purchased by the Wmfield Baird 
Foundation for $100,000 and an equal number of shares ^Vco 
chased by Mr. Joseph A. Patrick, a general partner of Baird & Co. 

Nine hundred fifty shares of the 1,000 shares purchased by the _W 
field Baird Foundation, were transferred to the name of Baird & 
Company (as nominee) for various charitable organizations. 

Under an agreement dated December 31, 1962, the David, Josephi 
& Winfield Baird Foundation and the Wmfield Baird Foundatio 
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allegedly sold to the Lansall Company all of their stock of the Lan- 

$7 ’ 289 ? 289 - 58 at December 31, 1962 and liabilities 
ipl, 397,313.16) plus certain other assets for the sum of $5,333,615.83 
(costoftl 16 assets to the Foundations) . The two foundations received 
cash m the amount of $615.83 plus subordinated promissory notes in 

intereTtn 1 )!' °f $5 ’ 3 f > 09 ?’ drawing only 4 percent interest, with no 
inter est to be charged until January 1, 1966. 

1 he aggregate principal amount of notes issued by the Lansall 
Company was $7,305,000, all maturing on the first day of April 1978 

on !,SSr fOT the Same period P a y able at the same rate and 
Thus, the Lansall Company, through this agreement, was able to 

NeT Yh i mpl ? lj ?! entire of the Lan s a H Corporation of 

JNew Yoik whose statement of December 31, 1962 showed a total 

capital and surplus of over $5,891,976.42, by issuing subordinated 
promissory notes totalling $5,333,000, drawing only 4 per S filter 

$615l3 casli mtei ' eSt ^ aU t0 be Cha ^ ed f0r 516 first two yeSs” plus 

The two Baird Foundations put $5,333,000 into the Lansall Corpo- 

? er l?om onl y subordinated promissory notes 
based on the actual cost of the assets to the Foundations. These notes 

w?Vb^n!o!!f te n t0 Ki - 1 S ! mor obli .g a tions of the new Lansall Company, 
w uch include all obligations which then existed or may exist These 
promissory notes are the least protected of any type 7 of corporate 

a. A provision in the notes which would allow modification 

oi the terms of the subordinated promissory notes bv 
agreement of 662/ 3 percent of the holders of said notes 
would kill the negotiability of the first 33V 3 percent of 
the notes which could have been negotiated by the 
h oundations. J 

b. Ihe negotiability of said subordinated promissory notes 

m any blocks of less than 25 percent of the aggregate 
principal amount of all the notes is almost completely 
destioyed by Section 12 of the subordinated promissory 
notes themselves since it would take holders of more than 

notes erC6nt t0 be aWe t0 take any le gal action on the 

™ Th nw nS J? ^ on ?P aa y notes in the amount of $5,333,000 were made 

196^ b sfx^montlis l n 1 flp bl tl! r ^ a ? Za r i0 i 1S ’- Thc noteS are a11 dated July 
lybrf, six months after the sale of closing date of February 8 1963 

in th<??n wn’ p fter the , . tw ° Baird Foundations invested $5,333,000 

. 1 r ° r P oratlor b they wound up holding promissory 

!r S ’ d ™S on, y 4 P ei> cent interest, which are subordinated to nfi 

other liabilities of the Lansall Company. It makes thisTnvestmen 

B ?! ?°™ datl0ns the most Speculative of speculative investments* 

It would also appear that the Lansall Company of Delaware was 

■ , ■ up for the express purpose of acquiring the entire assets of the 
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Lansall Corporation of New York from the Foundations with no 
initial capital outlay at all except the $200,000 capitalization of the 
Company. 

The 46 charities, who received the $5,333,000 subordinated promis- 
sory notes from the Baird Foundations, may or may not receive the 
face amount of the notes by April 1, 1978, if ever. Nor is there any 
guarantee that they will receive interest beginning January 1, 1966. 

In connection with the Foundation’s disposal, under the agreement 
of December 31, 1962, of their interests in the Lansall Corporation for 
promissory notes conferring very subordinated and restricted legal 
rights and consequently of a highly speculative nature, there are for 
consideration the rulings, dated October 22, 1962, of the Commissioner 
of Internal Revenue and the closing tax agreements approved by 
the Commissioner January 15, 1963, which were entered into pur- 
suant to section 7121 of the Internal Revenue Code of 1954. The 
rulings of October 22, 1962, permitted the tax exempt status of each 
of the Foundations to remain in effect with the understanding that a 
closing agreement continuing that status under prescribed conditions 
would be entered into pursuant to section 7121 of the Code. The 
David, Josephine and Winfield Baird Foundation signed such an 
agreement November 15, 1962, and the Winfield Baird Foundation 
signed a similar agreement on November 16, 1962. Subsequent to 
such signing but prior to approval by the Commissioner, the Founda- 
tions entered into the agreement for the disposal of their Lansall 
Corporation stock and other interests to the Lansall Company. The 
latter corporation is a taxpaying corporation. 

Among the conditions stated in the rulings and incorporated in the 
closing agreements is the provision that each of the Foundations 
(with an exception of $200,000 required to be paid certain persons 
by the deed of trust creating the Winfield Baird Foundation) will, on 
or before December 31, 1965, have “completely disposed and divested 
itself of its entire net assets to organizations organized and operated 
exclusively for purposes described in Sec. 501(c) (3) of the Internal 
Revenue Code of 1954 provided that such organizations shall have 
obtained rulings or determinations from the Internal Revenue Service 
that they are exempt from tax and satisfactorily established that such 
exemption is still in effect.” In the absence of a valid explanation, 
the Foundations’ agreement of December 31, 1962, with the Lansall 
Company appears to involve a disposal of assets at variance with the 
above-quoted condition and the general tenor of the closing agree- 
ments. 

Are the closing agreements between the IRS and the Baird F ounda- 
tions final and conclusive except upon a showing of fraud or misrep- 
resentation of a material fact? 

Prior to approval of the IRS-Baird Foundations’ closing agree- 
ments, did the IRS have knowledge of the Lansall Company-Baird 
Foundations disposal agreement of _ December 31, 1962 ? 

Has the statute of limitations expired on tax assessment and collec- 
tion on the IRS-Baird Foundations agreements ? 
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Is donation of subordinated notes considered 
the IRS? 


charitable giving by 


In view of the fact that the Baird Foundations invested $5,333,000 
m the Lansall Corporation and, after holding the stock for ten years, 
sold it to allied persons at no profit, would you place this in the realm 
of prudent investments? 

Based on these facts, would you agree that Mr. David G. Baird 
retains control and use of the assets transferred to both the Lansall 
Corp. and the Lansall Company through the 50-percent interest in 
Lansall Company stock which is in the name of Mr. Joseph Patrick, a 
general partner of Baird & Co., and through the 2jl/ 2 percent of the 
Lansall Company stock still retained by the Winfield Baird Founda- 
tion ? 


It seems to me that here we have a situation where the Baird Foun- 
dations have failed to fulfill the obligations of tax-exempt prganiza- 
tions over a period of many years. So, as a reward for such antics, 
the IRS permits them to donate $5,333,000 subordinated promissory 
notes as a method of fulfilling their responsibilities. Do you approve 
of this? 

The Chairman. Mr. Caplin, you may answer these questions when 
you examine your transcript. 

^ Yesterday, in asking a number of questions of the Secretary of the 
Treasury, he suggested that the questions be propounded to you instead 
since he did not have the information. And we will submit those 
questions, Mr. Caplin ; also additional questions for you, and ask you 
to answer them when you examine your transcript, please. Will that 
be satisfactory? 

Mr. Caplin. Yes, sir. Do you want it to be answered by me, or 
would you rather have them answered by the Service? 

The Chairman. Well, depending upon whether or not it is some- 
thing that relates to you, or during your service. If so, we would like 
for you to answer it, and not Mr. Harding. 

Mr. Caplin. Yes, sir. 

The Chairman. Now, Mr. Harvey. 

Mr. Harvey. Well, first of all, Mr. Chairman, I want to thank Mr. 
Oaplm for his cooperation. I have been listening to your testimony 
Mr. Caplin, with a great deal of interest. I noted particularly your 
rather pointed suggestions as to what could be done, both by the In- 
ternal Revenue Service and Congress, to improve the situation with 
regard to tax-exempt foundations. 

During my service on this Subcommittee one particular point seems 
to be prevalent among many of the people who are charged with the 
administration of these tax-exempt organizations, and that is the ques- 
tion of whether the Congress, in realigning its policies concerning 
these tax-exempt foundations, should permit them to continue in per- 
petuity, or whether we should set up some guidelines and some possible 
time limitations during which a foundation would be permitted to 
exist. 


M 
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Ail example that came to my attention was the Ford Foundation, 
which is the largest. In the past fiscal year they gave away a good 
deal more than their assets brought in. I asked them whether it was 
their theory or long-range policy that they would continue to do this 
and eventually liquidate the assets of the foundation. They said, “no, 
it was not.” That brought to my thinking the question of whether, as 
a policy, the Congress ought not set some kind of long-range limit 
for an eventual termination to foundations. 

I realize you are no longer in an official position. So, I am simply 
asking this as a personal question to you, as a very important former 
executive in the government. 

Mr. Caplin. Thank you, sir. 

I think it fairly obvious that any proposal for a rule of perpetuity 
so to speak in the foundation field would be extremely controversial. 

Many of the foundations perform admirably and are making sig- 
nificant contributions to our society. This has been recognized by 
Congress in this continuing exemption which dates back to 1909, was 
restated in the 1913 Revenue Act, and then continued up to the pres- 
ent. But at the same time, we see the abuses that have developed 
through accumulation. Perhaps another approach would be to require 
distributions of part of the corpus as it is received over a period 
of time — maybe 25 years. Require, for example, that there be over a 
25-year period a payout, so to speak, of these various capital contri- 
butions and the appreciation growing out of them. So that you 
would always have a movement, a flow of these funds, rather than 
the great development of this tremendous accumulation of assets and 
control of parts of the economy. 

Mr. Harvey. Well, in my question I do not want to intimate that 
any of the foundations that I have mentioned are guilty. But, I have 
noticed that a great many of them, because of the fact that they are 
long established, and because of the apparent assumption that they 
expect to operate in perpetuity, have now assumed an almost dic- 
tatorial attitude which has encroached in some instances, I am sure, 
on the various educational institutions of our nation. That is, they 
have become the determining factor, in the establishment of policy for 
some of our tax-supported institutions. The question that occurs to 
me is : Has not the mere fact that they expect to be operating in per- 
petuity greatly enhanced their power and, consequently, their impact 
on society? 

Mr. Caplin. With some foundations you may find a tendency to try 
to build up a big capital investment to strengthen the base for ever 
and ever. 

This happens with small endowment funds, I know, in experience 
with universities. There you will create funds, and rather than to 
distribute the corpus, the people managing the fund tend to hold on 
to this corpus. They often want it to increase and get larger and larg- 
er, letting only the income go out for the purposes to which the con- 
tributors really want to support. 
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Personally, I think the approach would not be to have a blanket 
perpetuity provision. But I do think that it would be worthy to 
explore this idea of a flow over a given period of time of part or the 
contributions — the actual principal of the foundation — to the exempt 
purposes. 

Mr. Harvey. I think that is a very satisfactory answer. I appre- 
ciate your candor very much. Thank you. 

The Chairman. I appreciate it, too. Thank you very much, Mr. 

Caplin, Mr. Harding, and the other gentlemen who accompanied 
Messrs. Caplin and Harding. We appreciate your testimony. It will 
be very helpful to us and certainly receive consideration. 

Thank you. 

(Whereupon, at 12 :10 p.m., July 22, 1964, the subcommittee recessed, 
to reconvene Thursday, July 23, at 10 a.m.) 


■ii 
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THURSDAY, JULY 23, 1964 

House of Representatives, 

Subcommittee No. 1 on Foundations 
of the Select Committee To Conduct Studies and 
Investigations of the Problems of Small Business, 

Washington, D.G. 

The subcommittee, met, pursuant to call, at 10:05 a.m., in room 
1301, Longworth House Office Building, Hon. Wright Patman 
(chairman of the subcommittee) presiding. 

Present : Representatives Patman and Ilarvey. 

Also present: II. A. Olsher, Director of Foundation Studies, and 
John J. Williams, Minority Counsel. 

The Chairman. The committee will please come to order. 

We have as our first witness this morning Commissioner Manuel F. 
Cohen, of the Securities and Exchange Commission. 

Mr. Cary is still the Chairman of the Commission, is he not, Mr. 
Cohen ? 

Mr. Coiien. Yes, sir. 

The Chairman. And he hasn’t resigned yet, but there is some talk 
about his resignation. Is that correct ? 

Mr. Cohen. Yes. It is expected that he will retire as Chairman 
within the near future. 

The Chairman. Within the near future. 

Now, we may still want to have him testify — although we are 
delighted to have you, Mr. Cohen — you are the Acting Chairman, 
I assume. 

Mr. Coiien. Yes, I am the Acting Chairman, Mr. Patman, and 
President Johnson has honored me bv announcing that he intends 
to designate me as Chairman when Mr. Cary resigns. 

The Chairman. Well, that is fine. That gives us an added reason 
for having you, of course. At the same time, Mr. Cary has had 
some experience in the past which we may wish to ask him about, 
too. 

Mr. Coiien. I would like to say that he has asked me to indicate 
to you and to the members of the subcommittee that he will be avail- 
able at your pleasure. 

The Chairman. Thank you, sir. 

Now, you may identify yourself for the record, and also identify 
the gentlemen accompanying you, please, and proceed in your own 
way. 

103 


Approved For Release 2004/04/08 : CIA-RDP67B00446R000300020094-4 



Approved For Release 2004/04/08 : CIA-RDP67B00446R000300020094-4 

104 TAX-EXEMPT FOUNDATIONS : IMPACT ON SMALL BUSINESS 

TESTIMONY 0E MANTJEL F. COHEN, COMMISSIONER, ACCOMPANIED 

BY PHILIP A. LOOMIS, JR., GENERAL COUNSEL, AND IRVING M. 

POLLACK, ASSOCIATE DIRECTOR, DIVISION OF TRADING AND 

MARKETS, SECURITIES AND EXCHANGE COMMISSION 

Mr. Cohen. Thank you. 

On my right is Mr. Philip A. Loomis, Jr., who is our General Coun- 
sel, and on my left is Mr. Irving M. Pollack, who is the Associate Di- 
rector of our Division of Trading and Markets and responsible for 
the overall enforcement activities of the Commission. 

I have a short statement, Mr. Chairman, and with your permission, 

I would like to read it. 

The Chairman. Y ou may do so, sir. 

Mr. Cohen. Thank you. 

I am here today at your invitation to testify concerning the relation 
of the Commission’s administration of the Federal securities laws to 
the Federal Government’s supervision of tax-exempt foundations and 
charitable trusts. 

The Federal securities laws were designed to protect investors by 
imposing certain obligations upon persons and organizations engaged 
in the securities business and upon certain issuers of publicly traded 
securities. Insofar as relevant to the matters under discussion here 
today, those laws contain provisions for the regulation of broker- 
dealers, for the prevention of fraud in the purchase and sale of se- 
curities, and for the prevention of manipulation of the securities mar- 
kets. They also restrict the extension of credit, require the filing of 
annual and other periodic reports and require compliance with the 
Commission’s rules in the solicitation of proxies. 

In the administration of those statutes our relationship to charitable 
trusts and tax-exempt foundations is essentially the same as our re- 
lationship to other investors in securities. Although we do not regu- 
late any such investors, the statutes which we administer do in certain 
circumstances impose obligations upon them. These obligations arise 
primarily under the provisions of the Securities Exchange Act of 1934. 

Under Section 14 of the Securities Exchange Act, the Commission 
has adopted comprehensive rules relating to the solicitation of the 
proxies of the holders of securities listed on the national securities ex- 
changes. Generally speaking, these rules require disclosure to share- 
holders of pertinent information concerning nominees for corporate 
office and other matters of concern to the corporation with regard to 
which shareholder votes are solicited. In proxy contests for election 
of directors, participants are required to provide shareholders with 
certain information^ including their interests in securities of the com- 
pany. These provisions apply to all persons, including charitable 
trusts, tax-exempt foundations and other institutional investors, that 
become participants in a proxy contest. 

One of the areas which Chairman Patman indicated he wished 
to explore in connection with my testimony today is the involvement 
of trusts and foundations in proxy fights for control of companies 
whose securities are listed on national exchanges. In light of this re- 
quest we have examined proxy materials filed with the Commission 
in all proxy contests since January 1, 1963, and have determined that 
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only 11 trusts or foundations have been mentioned in the proxy mate- 
rial filed since that date. None was a participant in a proxy contest; 

10 were mentioned because of the relationship of a participant with 
the trust, and the other because it owned more than 10 percent of the 
securities with respect to which the solicitation was conducted and 
under our proxy rules such owners must be identified and their share 
holdings set forth. Our records do not reveal whether any of the 11 
trusts or foundations is tax exempt. Indeed, we would not normally 
have any way of obtaining that information, nor would such infor- 
mation appear to be especially relevant to investors whose proxies are 
solicited. 

I should emphasize at this point that our records relate only to 
solicitations with respect to securities registered on the national securi- 
ties exchanges and a limited number of other companies. If legisla- 
tion proposed by the Commission and embodied in H.E. 6793 is en- 
acted, over-the-counter companies in whose securities there is a signifi- 
cant public interest will be subject to rules adopted by the Commis- 
sion relating to the solicitation of proxies. 

Under Section 16 of the Securities Exchange Act holders of more 
than 10 percent of a class of equity securities registered on a national 
securities exchange are required to file with the Commission reports of 
their securities holdings and changes therein. The purposes of these 
reporting requirements are to deter, through publicity, short-term 
trading by corporate insiders in the equity securities of the company 
with which they are affiliated ; to make avadable to the public informa- 
tion necessary to determine whether activities of such persons have 
created a liability to account to the company for profits from short- 
swing trading ; and to furnish to the investing public some insight as 
to possible views of such insiders, as indicated by their purchases and 
sales, concerning the prospects of the company and the market for its 
securities. 

The ownership reports filed with the Commission pursuant to this 
section include a number of reports by tax-exempt foundations and 
charitable trusts. The Commission does not maintain, however, any 
statistics reflecting the holdings or transactions of trusts or founda- 
tions as distinct from any other category of 10 percent security holders. 

In connection with the recently completed Special Study of the 
Securities Markets, an investigation was made of the trading prac- 
tices of institutional investors, including a detailed investigation of 11 
large foundations estimated to hold 56 percent of the stock holdings 
of all foundations as a class. The information obtained from those 
foundations does not suggest any special problem in the area of report- 
ing of security holdings by such foundations or any short-swing 
trading by them. On the contrary, the information indicates that the 

11 foundations studied did not engage in short-swing trading during 
the period beginning January 1, 1961. The information does indicate 
that in most instances acquisitions of securities by these foundations 
was by way of gift, stock dividend or stock split and that dispositions 
were generally by way of gift. 

One of the areas concerning which we were invited to testify was the 
involvement of foundations m insider deals. The information I have 
just mentioned would indicate that these institutions have not engaged 
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in short-swing transactions on the basis of any inside information. I 
wish to make it clear, however, that it may be possible for any corpo- 
rate insider to utilize inside information without incurring any liabil- 
ity under Section 16(b) of the Securities Exchange Act. This could 
be done, for example, if an insider had information which suggested 
that the price of a security would probably decline, and sold his hold- 
ings before that information was generally known. The information 
filed with the Commission would not necessarily give an indication of 
any such activity by a. corporate insider. 

We were also advised that the Committee wished to explore the 
involvement of foundations in stock price manipulations and the ex- 
tent to which foundations engage in speculative activity, margin trad- 
ing and short sales. The antifraud and antimanipulative provisions 
of the Securities Exchange Act apply uniformly to all persons pur- 
chasing or selling securities by jurisdictional means, including tax- 
exempt foundations and charitable trusts. The Commission does not 
maintain statistics for such institutions as a separate group. In the 
ordinary course of the Commission’s market surveillance, indications 
of possible manipulations of stock prices are reviewed and, where such 
action is deemed appropriate, investigated more thoroughly. This is 
done without regard to the class of investors that may be involved. 

The Special Study’s investigation of the behavior of institutional 
investors included the detailed information from 11 large foundations 
I previously mentioned. That information does not suggest any spe- 
cial problems in this area. Indeed, the information developed indi- 
cated that foundations exhibited turn-over ratios for stock portfolios 
which were low in comparison to those of other types of institutional 
investors surveyed. This information would indicate a lack of specula- 
tive activity on the part of trusts and foundations. Moreover, foun- 
dations did not engage heavily in transactions in new stock issues 
during 1961, the period investigated by the Special Study. During 
that year only 1 of the 11 foundations studied reported any purchases 
of original offerings of common and preferred stock and that institu- 
tions did not resell any security so purchased during the same year. 

Under the Federal securities laws there is no requirement that in- 
formation with respect to margin trading or short sales be reported 
to the Commission. Accordingly, we are not in any position to make 
any specific statements concerning such activities by foundations. 

We do wish to note, however, that the information developed con- 
cerning the 11 large foundations does not indicate any short sales by 
a foundation of a security registered on a national securities exchange 
of which the foundation was a 10-percent holder. 

The last area the Subcommittee indicated it wished to explore was 
that of foundations as unregulated sources of credit. Section 7 of the 
Securities Exchange Act gives to the Federal Reserve Board, now the 
Board of Governors of the Federal Reserve System, the responsibility 
to prescribe rules and regulations governing the amount of credit that 
initially may be extended and subsequently maintained on any secu- 
rity registered on a national securities exchange, the amount of credit 
that a broker or dealer may extend or maintain, and the amount of 
credit any other person may extend or maintain for the purpose of 
purchasing or trading securities registered on a national securities 
exchange. This Commission has the responsibility of enforcing the 
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rules and regulations promulgated by the Board of Governors. Reg- 
ulation T promulgated by the Board of Governors prescribes margin 
requirements for loans made or arranged by brokers and dealers and 
for borrowing by brokers and dealers. Regulation U prescribes mar- 
gin requirements for loans by banks for the purpose of purchasing or 
carrying registered stocks. To the extent that foundations or trusts 
wish to purchase securities on credit obtained from a broker or dealer 
or from a bank, the loan would be subject to the margin and collateral 
requirements of Regulation T or Regulation U. 

Over and above the foregoing, foundations and trusts may borrow 
from, or themselves become, unregulated lenders. It seems clear from 
the second installment of the Subcommittee report on tax-exempt 
foundations and charitable trusts that such institutions have, on at 
least some occasions, became sources of such unregulated securities 
credit* 

Unregulated securities loans, both those for the purpose of purchas- 
ing or carrying securities and those collateralized by securities, but 
for other purposes, were also surveyed by the Special Study. However, 
data on the aggregate amount of unregulated security credit and on 
the breakdown of such amount by type of lender are not available. 
Based on its evaluation of the importance of land dangers inherent in 
unregulated security credit, the Special Study has recommended that 
authority be given to the Board of Governors of the Federal Reserve 
System to establish initial margin requirements on loans collateralized 
by securities, irrespective of their purpose, for banks and all persons 
who make loans to U.S. residents on the collateral of securities traded 
in U.S. markets as well as for broker-dealers. The Commission, in its 
comment on the proposal stated that the proposal has merit, but that 
recognizing the paramount authority of the Board in this area, the 
Commission will not initiate any action but will work closely with the 
Board toward resolution of the problems raised. 

A report on institutional share ownership, which was released by 
the New York Stock Exchange last month, casts some light on the 
place of foundations in the securities markets. According to this 
report, total assets of foundations increased from $1.9 billion in 1945 
to $13.8 billion in 1962, or an increase of 627 percent. This, however, 
is only about 3 percent of the total assets of the institutional investors 
surveyed by the Exchange. 

Foundations held about $6.7 billion of stocks listed on the New York 
Stock Exchange in 1962, and it is estimated that the value of such 
holdings increased to $8 billion by the end of 1963. This is about 2 
percent of the total value of stocks on the Exchange and about 10 per- 
cent of institutional holdings. 

On the sample days in October 1963 selected by the Exchange foun- 
dations accounted for only 0.36 percent of the volume of trading on 
the Exchange, and only about 3 percent of the volume of trading by 
institutional investors. Since, as noted above, foundations had about 
10 percent of the institutional holdings, their relatively lower volume 
of trading tends to confirm the Special Study’s conclusions that foun- 
dations as a group are not active traders. 

Finally, I should like to make brief mention of a situation referred 
to us by this Subcommittee concerning the activities of three related 
tax-exempt foundations which may involve violations of the Federal 
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securities laws. Certain details concerning this situation were pub- 
lished by the Subcommittee in the second installment of Tax Exempt 
and Charitable Trusts; Their Impact on Our Economy (October 16, 

1963). To the extent that these activities are set out in that report, 
they are, of course, well known to this Subcommittee. Certain other 
information about the mater is being developed by our staff, but they 
have not completed their inquiries nor have we received any report 
of their findings. In any event I would not regard it as appropriate 
to discuss these activities at this time, since there is a possibility that 
the situation may come before the Commission in its quasi -judicial 
capacity. 

Thank you, sir. 

The Chairman-. Thank you very much, sir. Before asking you 
some questions about, your specific testimony, Mr. Cohen, I want to 
take advantage of this opportunity to inquire of you about the status 
of the bills concerning placing the banks under SEC regulation. 

That bill is pending before the Interstate and Foreign Commerce 
Committee of the House, is it not ? 

Mr. Cohen. I would be very glad to speak to it, Mr. Chairman. 

The Chairman. Generally what does it provide — that all the banks 
will be. subject, or only those banks that have a certain amount of 
securities traded ? 

Mr. Cohen. I think the bill the Chairman is referring to is II.R. 

6793 which provides that the larger companies whose securities are 
publicly traded in the over-the-counter market, should become sub- 
ject essentially to the same rules to which companies listed on the 
stock exchange are now sub j ect . 

That is to say that such companies would be subject to registra- 
tion-filing of a registration statement with the Commission, report- 
ing on an annual and periodic basis, the submission to the Commis- 
sion and to shareholders of information in connection with proxy 
solicitation, and the subjection of insiders to the short-term trading 
provisions — short-term profit recovery provisions of Section 16 of 
the Exchange Act. 

The Chairman. Now, that only relates, of course, to the unregu- 
lated. market, the over-the-counter market — because most banks are 
not listed on the Exchange. Possibly one bank is listed on the Ex- 
change. Is that correct ? 

Mr. Cohen.. I think the Chairman is entirely correct. However, 
it is quite possible that with the passage of the legislation, many other 
banks may consider seriously the possibility of listing their securities 
on one or another stock exchange. 

The Chairman. The idea is that they get, the benefit of the unregu- 
lated market just the same as if they were listed on an exchange, 
and they do not have the responsibility of making available to the 
people, their depositors and. other folks, information that they would 
normally have to make available if they were an industrial or busi- 
ness concern and not a bank. 

Mr. Cohen. This has generally been the case and continues to be 
the situation, Mr. Chairman, with some exceptions. 

About a year ago, the Comptroller of the Currency adopted a series 
of rules which were designed to require banks subject to his jurisdic- 
tion to file with him and to submit to shareholders certain informa- 
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tion which is intended to place stockholders in possession of informa- 
tion concerning the operations of the bank. 

More recently I have noticed in the newspapers that he has ex- 
panded these regulations somewhat. . 

These are requirements that he has enacted based on the authority 
that he has as a bank regulator in the national bank area. 

These regulations do not have the benefit of the back up, if you will, 
of a Congressional mandate, nor do these provisions provide, in my 
opinion at least, the same quality and quantity of protection to the 
American investor as do the rules and the statutes administered by the 
(3 oxnini ss ion. 

The Chairman. I have a feeling that now is the time that we must 
give more careful consideration to what is going on about the owner - 

ship of bank stock. „ - . , , , 

In my view, a bank should be operated and managed by local people. 

In other words, people in whom those people have confidence and 

^ There has been a time in this country when directors had to live 
wit hin a certain distance of the bank. They could not be absentee 
owners, in other words. It was a local institution, to serve local 

Pf But now we are getting away from that. And considering the fact 
that we have a startling amount of funds in trust departments of 
banks, I feel that we have an obligation to the people, even though 
they have passed away, to their beneficiaries and others, _ to make sure 
that these trust funds are properly and honestly administered. 

I have here a statement published in the National Banking Review 
for June 1964 by Mr. Stanley Silverman. The title is, “Bank Trust 
Investments, Their Sizes and Significance.” It really has some alarm- 
ing figures. On page 585 of the magazine, table 5, it shows that the 
estimated assets of trust departments where investment responsibility 
is exercised, all commercial banks, aggregate $144,200,000,000 at year 

end 1963. , , , , , 

So when a bank changes hands, the management of these estates 
changes hands with the bank stock. Is that not correct, Mr. Cohen . 

Mr. Cohen. I cannot quarrel with that statement, sir. 

The Chairman. In other words, if a bank is sold out to mobsters or 
gangsters, or any other group, they get management of the trust ac- 
counts, too. i 

Mr. Coiien. That is correct. And this is one of the reasons which 
lie behind the Commission’s recommendation to the Congress and now 
contained in the current bill before the House of Representatives. _ 

If I may— -I don’t believe I answered fully your question, Mr. Chair- 
man, as to the status of that bill. 

The bill, as you know, was passed by the Senate. It has been re- 
ported out by the House Interstate and Foreign Commerce Com- 
mittee. The Rules Committee has issued a rule. And we are hopeful 
that it will arrive on the floor of the House within the immediate 

fU The' Chairman. Hid it have strong support in the Committee? 

What was the vote? . 

Mr. Cohen. It had very strong support m Committee. 1 he bill 

as a whole I believe had unanimous support. 

39-915—i64 8 
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• J s h° u ld say further that the bill has the support of all segments of 
industry, and I do want to emphasize it also has the support of the 
banking industry. 

The American Bankers Association has fully supported this legisla- 
tion from its inception. There was only one little change in the bill, 
from the form in which it was originally introduced. 

The bill now provides that its provisions shall be administered by 
the appropriate Federal banking regulatory authority — that is to say, 
the Comptroller for National Banks, the Federal Reserve Board for 
member banks, and the FDIC for nonmember insured banks. 

The Chairman. If I understand the situation correctly, the reason 
the banks have not listed their stocks on the Exchange has been pri- 
marily because they would immediately have to submit to you in- 
formation that they do not like to submit, that is not required of 
them. Isn’t that correct ? 

Mr. Cohen. That is the situation now. 

■ Tender the bill, if enacted, that would no longer be the case. And 
it is for this reason I believe many banks may consider listing. 

The Chairman. Well, that encourages them to list — if they have 
got to submit the information anyway. Therefore, if a bank is listed 
on the Exchange, the local people would have even less information 
about the bank’s ownership than they have now. 

Mr. Cohen. No, sir, I don’t believe that that would be the situation. 

In addition to being subject to the reporting requirements of the 
Securities and Exchange Act of 1934, the various exchanges have sup- 
plemental reporting requirements which in many cases exceed those 
of the Commission. 

. I believe information with respect to the bank, its management, and 
its operations, would be available very generally and very widely. 

The Chairman. But there is no one with power to stop the change 
of ownership which would carry with it management — that is cor- 
rect, is it not ? 

Mr. Cohen. First, I should indicate 

The Chairman. Well, that is correct, isn’t it? In other words, 
there is no power under existing law that could stop any group from 
assuming the ownership and management of any banking institution. 

Mr. Cohen. There isn’t anything to stop such a group, yes, sir. 

But I think the enactment of the bill now pending in the House would Jf 
have the effect of requiring very substantial information with regard 
to any persons who wish to take over a bank by way of proxv 
solicitation. 

In addition, there are certain other provisions of the Exchange Act 
which I believe would come into play in connection with any su<3i, if I 
may use the expression, takeover activities which are designed to place 
information in the hands of the owners of the bank, and also to guard 
against improper activity. 

The Chairman. But suppose they are only dealing with a few people 
who own the controlling interest in the bank. You would come into 
play after the act had been performed, after the management had 
taken over — not before. 
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Mr. Cohen. Well, even if they were dealing with a small group, 
unless that group had sufficient stock to provide a real change of con- 
trol, it would probably require proxy solicitation. If that occurred, 
information would be available. If that was not necessary, you are 

quite right, sir. „ . , , 

The Chairman. You know, there are a lot of banks going broke 
now under circumstances that look very suspicious — that they are 
being raided by outsiders. And we want to be very careful, I think, 
to make sure that that practice is stopped, if it is possible to stop it. _ 

I refer to one bank in west Texas recently, and one out in Missouri, 
and other places. It looks as though this is kind of a pattern. And 

I think we ought to look into that. 

Now I shall ask you some questions about your testimony. 

Mr. Cohen. Yes. 

The Chairman. What are the names of these 11 foundations to 
which you refer ? 

Mr. Coiien. I don’t have them here 

The Chairman. Just a moment. Mr. Cary had promised to submit 
these names to us after the publication of your study, but we have not 
as yet received them. So, if you have them, we would like to have 
them. 

Mr. Cohen. Perhaps we may have them here. 

The Chairman. Would you read them off, please ? 

Mr. Cohen. Yes, sir; we do have them. . 

The W. K. Kellogg Foundation, The Kress Foundation, ihe Sam- 
uel H. Kress Foundation. Sears-Koebuck and Company— it is desig- 
nated this way, but I assume it is Soars- Roebuck and Company Foun- 
dation. The Grant Foundation. John T. Hartford Foundation. 
Henry J. Kaiser Family Foundation. David Schwartz Foundation. 
Standard Oil Foundation. Aaron Straus and Lilly Straus Founda- 
tion . And Pew Memorial Trust. 

The Chairman. That list doesn’t include the large ones. 

Mr. Coiien. These were 11 of the larger ones that the study sur- 
veyed. It may not include all of the very large ones. 

The Chairman. Now, I believe you said that you were dealing with 

II of the largest foundations. I think you are in error on that, Mr. 

Cohen. T 

Mr. Cohen. I am sorry. I think you are right, Mr. Chairman. 1 
have been given the wrong list. Actually, these are names of founda- 
tions which we obtained from your report. We have the wrong list 
here. 

The Chairman. Well, suppose you read the right list. 

Mr. Coiien. I don’t have it here, but we will supply it before the 
end of the day. . 

The C hairma n. Suppose you send for it. W e will wait here. 

Mr. Coiien. Yes, sir. 

The Chairman. Fine. 

In the past, the Commission has advised us that it had no informa- 
tion on the following activities of tax-exempt foundations and chari- 
table trusts : Insider deals, stock price manipulations, margin trading, 
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short sales, involvement in proxy fights, foundations as unregulated 
source of stock market credit, or speculation in commodity futures. 

In fact, on May 15, 1964, Mr. Cary wrote me that he doubted that he 
would be able to contribute anything of value to our hearing because 
the Commission has had “very limited experience” with foundations. 

Mr. Cary also stated that, although the purchase and sale of securities 
by foundations come within the Commission’s purview, the Commis- 
sion’s information with respect to such transactions is “fragmentary.” 

Do the figures you are quoting mean that you have developed such 
information? If such is the case, will you please submit all such 
data to this Committee? You will, of course, submit that list when 
it comes in. 

Mr. Cohen. Yes, sir. 

The Chairman. And it will be here soon, will it ? 

Mr. Cohen. Yes, sir. 

_ The Chairman. All right. Fine. And other data, too, we would 
like to have. 

Mr. Cohen. Whatever data we have 

The Chairman. The information I mentioned here — insider deals 
and such matters. When you look over your transcript, will you sub- 
mit that, too? 

Mr. Cohen. We will supply such information as we can, Mr. Chair- 
man. I do want to emphasize what Mr. Cary said. We don’t have the 
information by foundations or trusts, and I am not altogether sure 

I can comply fully with your request. But we will do the best we 
can. 

The Chairman. On page 4 you state that in connection with your 
recent special study “An investigation was made of the trading prac- 
tices of institutional investors, including a detailed investigation of 

II large foundations estimated to hold 56 percent of the stock holdings 
of all foundations as a class. The information obtained from those 
foundations does not suggest any special problem in the area of re- 
porting of security holdings by such foundations or any short-swing 
trading by them. On the contrary, the information indicates that the 
11 foundations studied did not engage in short-swing trading during 
the period beginning January 1, 1961.” 

What is your source for the statement that the 11 foundations are 
“estimated to hold 56 percent of the stock holdings of all foundations 
as a class” ? Has the Commission examined the portfolios of all the 
foundations in the country ? 

Mr. Cohen. IV ell, I can’t speak from personal knowledge, Mr. 
Chairman, but our special study did make some detailed investigations 
of the 11 foundations, and attempted to, and I believe did, obtain some 
information with respect to stock holdings held by foundations as a 
group. 

Now, there are, of course, a number of different figures that I have 
seen from time to time. I think that an attempt was made to verify 
that figure as best could be done at that time, and this was the estimate 
of the special group concerned with this matter. 

The Chairman.^ I am interested in this because even the Treasury 
Department doesn’t know how many foundations there are in existence 
today. Nor does the Treasury have any information on the extent of 
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the stock holdings of the Nation’s foundations. The Treasury has 

admitted this. , , x1 

Now, of course, that necessarily poses a question to us as tn the source 
of your information. And that information we would like to have. 

Mr. Cohen. We will provide it. 

The Chairman. Can you tell us now ? 

Mr. Cohen. I can’t at this moment, no, sir. 

The Chairman. On page 5 you state, “The Commission does not 
maintain statistics,” for foundations and charitable trusts as a sep- 
arate group. This is quite plain. . . 

Then on page 6 you state that your investigation of the behavior ot 
institutional investors, including the 11 large foundations, “does not 
suggest any special problems in this area.” By that you mean that it 
doesn’t “suggest any special problems” among the 11 foundations in- 
cluded in your study, is that correct ? 

Mr. Cohen. Essentially, that is correct, yes, sir. . 

The Chairman. On page 6 you also state “this information would, 
indicate a lack of speculative activity on the part of trusts and foun- 
dations.” How can you arrive at such a judgment from examining 
only 11 foundations, none of which are known by you to be tax ex- 

Mr.' Cohen. I must confess it is a rather limited sample. 

The Chairman. And you don’t have enough information at this 
time to answer that ? 

Mr. Cohen. I do want to advert again to the recent study and previ- 
ous studies made by the New York Stock Exchange with respect to 
institutional investors. They have broken out foundations and trusts, 
and their figures seem to support this conclusion. 

The Chairman. From those statements, it seems to me that you are 
suggesting that there is common action on the part of foundations in 
the purchase and sale of securities. If such is the case, this could limit 
opportunities for certain companies who are not part of the founda- 
tion clique. 

Mr. Cohen. I didn’t mean to suggest that, sir. _ _ 

The Chairman. Outside of the 11 foundations included in your 
study, the SEC 1 has no information as to the extent that foundations 
are mvolved in speculation and trading on margin, is that correct . 

Mr. Cohen. That is correct. . _ , 

The Chairman. In other words, the information available at the 
SEC throws no light on the question of speculation or margin trading 
by foundations? 

Mr. Coiien. As a group, no, sir. . - 

The Chairman. On page 9 you state that, according to a report ot 
the New York Stock Exchange, foundations held about $8 billion 
stocks listed on the New York Stock Exchange at the end of 1963. JJo 
you know what the source is for this figure of $8 billion ? Is it based 
on the foundations’ carrying value or market value ? 

Mr. Cohen. I assume that it is market value, sir. . , 

The Chairman. Normally foundations don t use market value. 1 
do not say that the market value is not used here. But I am just 


stating normally market value is not used. _ _ . 

Mr. Cohen. I understand that. In arriving at these figures, par- 
ticularly if you will notice the reference to the figure at 196^ and the 
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estimated increase by the end of 1963, it seems clear to me — although I 
don’t have a report before me, and that- is my recollection — that fliey 
were speaking in terms of market value. 

The Chair man. How does the New York Stock Exchange know 
what the total stock holdings of the Nation’s foundations are when the 
Treasury Department doesn’t know the answer ? 

Mr. Cohen. I wouldn’t know the answer to that, sir. 

The Chairman. However, that $8 billion holding represents a siz- 
able figure, does it not? Does the $8 billion figure include foundation 
holdings that may be registered in the names of nominees? 

Mr. Cohen. Well, sir, if there has been some concealment, then it 
may well not include those amounts. I would assume that in making 
its study, the questionnaires and the other data collected were properly 
designed to elicit information of that character. 

, The Chairman. The truth is they could not give you that informa- 
tion. 

Mr. Cohen. They couldn’t, certainly. 

The Chairman. So the answer is it could not include nominees. 

Mr. Cohen. Yes, sir. Perhaps I did not make myself clear. 

Foundations, for example, may hold stock in a street name, in the 
name of nominees, in the name of a bank. It is that type of nominee 
which I believe would be included in the $8 billion. 

The Chairman. That is a known nominee. 

Mr. Cohen. That is a known, or an admitted nominee. There may 
be situations where there is an attempt at concealment. And in such 
situations they would not be included in the $8 billion figure. But I 
do not wish to suggest that there is any substantial concealment. I 
have no information to suggest that. 

The Chairman. Well, how would the Exchange know who the 
beneficiary is, if a beneficiary was a foundation, and how would they 
know to list it as a, foundation account ? 

Mr. Cohen. Well, the Exchange, if I understand it — and I am not 
sure 1 understand all the details of the process of gathering this in- 
formation does elicit information from known nominees. There is 
a volume that thick — I am sure you have seen it, sir — which contains 
the name of all nominees for security holdings. 

They do elicit information from the banks, 

T{ ie CmAtRMAN. If the nominees do not object to disclosing. 

Mr. Cohen. That is right, sir. 

The Chairman. But that doesn’t mean that these nominees are dis- 
closing the beneficiaries. 

Mr. Cohen. That may be. I have no information. 

the Chairman. On page 6 you state that “Foundations did not 
engage heavily in transactions in new stock issues during 1961.” You 
are referring there to only the 1 1 foundations ? 

Mr. Cohen. Yes, sir. 

The Chairman. You have not collected any information on all 
foundations in this area, is that correct ? 

Mr. Cohen. That is correct. 

The Chairman. On page 5 you state, “These institutions have not 
engaged in short-swing transactions on the basis of any inside infor- 
mation. By “these institutions” you mean only the 11 foundations, 
is that correct ? ’ 
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Mr. Cohen. Yes. We do mean that. But I do also want to qualify 
the statement. I think what I said was that the information we had 
would indicate that they had not engaged. I cannot testify that they 
did not in fact engage in any such transactions. 

The Chairman. I don’t see how you can draw such a judgment from 
11 foundations, unless your information is much better than the 
Treasury’s. And the Treasury doesn’t know. 

Mr. Cohen. I should explain — my statement there is perhaps in- 
adequate. I am speaking in terms of short-swing transactions, and 
that by statute is defined to be sales and purchases or purchases and 
sales within a 6-month period. And the purport of my statment is 
only to indicate that on the information we have with respect to these 
11 foundations there was not such trading within that short period. 

The statute attempts to obviate the difficulties of proof as to the use 
or misuse of inside information by providing that in all such short- 
swing transactions, if they result in a profit, and if they are effected 
by insiders — that profit is recoverable by the company. 

The Chairman. Have you searched the Commission’s records and 
collected and collated information on insider deals by other founda- 
tions? If you have, will you please submit such information to this 
subcommittee ? 

Mr. Cohen. I am sorry, sir. I am not altogether sure just what 
information you are asking for. Would you please repeat that? 

The Chairman. Insider deals. 

Mr. Cohen. We would not have information of that kind — unless 
it related to a particular offering of securities or a particular situa- 
tion in which a trust or a charitable foundation was more than a 
10-percent holder of the securities of a particular company. We 
have not collated information of that character. 

The Chairman. On page 2 you state, “We have examined proxy 
materials filed with the Commission in all proxy contests since Janu- 
ary 1, 1963, and have determined that only 11 trusts or foundations 
have been mentioned in the proxy material filed since that time. 

None was a participant in a proxy contest; 10 wore mentioned be- 
cause of the relationship of a participant with the trust, and the 
other because it owned more than 10 percent of the securities with 
respect to which the solicitation was conducted and under our proxy 
rules such owners must be identified and their share holdings set 
forth.” 

You also state that your “Records do not reveal whether any of the 
11 trusts or foundations is tax exempt.” Since we do not have the 
names of these organizations and since you do not know whether 
any of them are tax exempt, we, of course, have no way of knowing 
whether any of them come within the purview of our study. 

There is every indication that foundations have entered into proxy 
fights. 

Mr. Cohen. Excuse me, Mr. Chairman. The 11 that are referred 
to here — that is, those 11 trusts or foundations that I read before 
file reports with the Commission. That was the list that I had. It 
was a list of 11. 

The Chairman. Now, wait a minute. 

Mr. Cohen. I am sorry. 

The Chairman. I don’t understand that. 
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Mr. Cohen. Yes, you are right. I am glad you caught me. There 
are two parts to that statement. If I may, I would like to explain 
it a little bit. 

The Chairman. All right. 

Mr. Cohen. Under our proxy rules, when a proxy contest occurs, 
every member of management — that is every member of the board of 
directors, and the issuer, and every other person who may be con- 
testing with management, is deemed to be a participant. 

As soon as the proxy contest begins, each such person is required 
to file with the Commission a sdiedule denominated as Schedule 
14-B, in which he is required to give his occupation, background, 
his interest in the securities of the company, and those of his as- 
sociates. 

Now, there may be occasions when an associate may be a charitable 
trust in the sense that he is a trustee or some fiduciary connected with 
that foundation or trust. 

I understand that 10 of the 11 1 referred to in my statement had a 
relationship either to a member of the management of the company, 
or to a person who was a participant in the contest. One other was a 
trust which owned more than 10 percent of the securities of the com- 
pany and, therefore, it had to be named, and that is required whether 
or not there is a contest. 

The 11 that I have named here— and I am finally getting around to 
it, Mr. Chairman, with your indulgence — the 11 that 1 named here are 
trusts which have a beneficial interest in more than 10 percent of the 
securities of a company, of a particular listed company. 

The Chairman. There is every indication that foundations have 
entered into proxy fights. According to press reports, there have been 
a number of such cases. In 1960, during the battle for control of the 
Endicott Johnson Corporation, the Albert A. List Foundation of 
Byram, Connecticut received 54,000 shares of Endicott Johnson from 
the J. M. Kaplan Fund of New York City. These shares were used 
by Mr. Albert A. List in his unsuccessful attempt to acquire control of 
the Corporation. 

Our records indicate that on February 20, 1959, a securities analyst 
employed by JEMKAP, Incorporated, submitted a memorandum to 
the J. M. Kaplan Fund which is connected with JEMKAP, stating as 
follows : 

Endicott Johnson Corporation may be a likely target for a “takeover’’ 
situation in view of its rich net working capital position to be “sweet- 
ened” by a rebound profitwise. The common stock of Endicott Johnson 
Corporation is unusually cheap on the basis of both its rich balance 
sheet and prospective earning power about to materialize. As against 
a seemingly limited risk of the downside, there is apparently a capital 
appreciation potential of some 50 percent on the upside. An even greater 
gain could result marketwise if control of this company were in the 
hands of interests aimed at acquisition or merger. Endicott Johnson 
should prove to be a well hie,eled investment. 

Also, according to press reports, during the struggle over the Alle- 
ghany Corporation between Allan P. Kirby and the Murchison Broth- 
ers, the F red M. Kirby Foundation purchased Alleghany shares which 
had not previously paid a dividend. 
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On page 4 yon state that, “The ownership reports filed with the 
Commission pursuant to this section include a number of reports by 
tax-exempt foundations and trusts. The Commission does not main- 
tain, however, any statistics reflecting the holdings or transactions of 
trusts or foundations as distinct from any other category of 10-percent 
securities holders.” Will you collect these statistics for purposes of our 
study and submit them to us ? . 

Mr. Coiien. May I explain the situation there, Mr. Chairman? 

As I indicated, we don’t collect separate statistics for foundations 
or trusts. But in connection with the annual reports and other reports 
filed by listed issuers, and by other companies that are required to file 
reports with the Commission, our forms require identification of any 
person who holds more than 10 percent of the voting securities of 
that company. And it is in connection with that type of reporting, 
and in connection with the proxy solicitation, in the manner I de- 
scribed earlier, that we learn of the existence of these charitable foun- 
dations and trusts. . . 

In order to gather this information, it would require the review ot 
some 3,000 reports each year, and about 2,000 proxy statements. 

I don’t know whether there is any other means available to us to 
gather this information. We will review the situation, Mr. Chairman. 
But I just want to indicate the enormity of the task. 

The Chairman. You had some information upon which your state- 
ment was based, I assume, Mr. Cohen. 

Mr. Cohen. As far as proxy contests are concerned, I can supply 
that information readily, because there are usually not more than 
about 40 proxy contests each year. 

The Chairman. All right. File that, if you will. 

Mr. Coiien. Yes, sir. _ . . 

The Chairman. Has the Commission examined all the securities 
transactions in the second installment of our study, Mr. Cohen? 

Mr. Coiien. The second installment of your study, sir, has led to a 
very broad investigation in our shop. As 1 indicated in my statement, 
that study is not completed, and we have not received a report. 

Mr. Pollack, on my left here, is in charge of that study. If there 
is anything regarding it you would wish, perhaps he can supply some 
information. 

The Chairman. When would it be completed and a report made 

011 Mr. Pollack. Mr. Chairman, I would be hopeful that we could 
complete that before the end of the year. It is difficult to make 
estimates, in view of the complications that you run into in conducting 
as broad an inquiry as we are. I am sure in the preparation of your 
own report, you encountered some of the difficulties that we are m 
unraveling some of the transactions. But we are actively pursuing 
this at the very moment. . _ 

The Chairman. Not so long ago Mr. Cary told us it would be ready 
within 5 months, which is not far from your estimate now, of course. 
I assume that you have run into difficulties, as we have, on getting the 
information. And necessarily you are sometimes delayed by reason 
thereof. 


Approved For Release 2004/04/08 : CIA-RDP67B00446R000300020094-4 



Approved For Release 2004/04/08 : CIA-RDP67B00446R000300020094-4 

118 TAX-EXEMPT FOUNDATIONS : IMPACT ON SMALL BUSINESS 

Mr. Coheist. There is one thing I do know, Mr. Chairman. It is 
being pursued with vigor. 

The Chairman. And you expect to have a report before the first 
of the year, and a public report will be made on it. 

Mr. Cohen. I cannot say it will be a public report, sir, because it 
may involve violations of law, it may lead to other things— I just don’t 
know. 

The Chairman. You will send us a copy of the report ? 

Mr. Coiien. We will send you a report. 

The Chairman. Mr. Cary promised us a report, since it is based 
upon our study. 

Mr. Cohen. Yes, sir. 

(A report submitted to the subcommittee by the SEC, under date 
of November 30, 1964, appears as Exhibit 53, page 415. Also, see Ex- 
hibit 52, page 413 for comments of Mr. William McC. Martin, Jr., 
Chairman, Board of Governors of the Federal Reserve System.) 

The Chairman. With respect to the securities transactions described 
in the second installment of our study, are there any areas of possible 
violations in which you may have problems because of the statute of 
limitations? 

Mr. Cohen. I cannot speak to that, sir, but Mr. Pollack perhaps can. 

Mr. Pollack. The answer is yes. 

The Chairman. Could you, without disclosing information which 
you would not want to disclose at this time tell us something in gen- 
eral about what the problems are ? 

Mr. Pollack. Well, various of those transactions go back, as I re- 
call, to the early 1950’s. With respect to those, and insofar as the 
statute of limitations may be applicable in an area we would have dif- 
ficulty in pursuing those. But that, of course, is a consideration which 
we consider as our investigation proceeds. But various actions not 
subject to a statute of limitations may be available, even with respect 
to those, and they are actively being inquired into. 

The Chairman. On page 9 you refer to the second installment of our 
study, with respect to possible violations of the Federal securities laws 
by certain foundations covered therein. These activities were not 
known to the Commission prior to the issuance of our report, is that 
correct? 

Mr. Coiien. To the best of my knowledge, yes, sir. 

The Chairman. With respect to the questionnaire that the Com- 
mission sent out to institutional investorSj it did not directly involve 
the matter of credit arrangements entered into by foundations for pur- 
poses of market activities, is that correct ? 

Mr. Cohen. I believe that is correct. 

The Chairman. Let me give you a few preliminary figures we 
have developed on the activities of the 546 foundations under study by 
this Committee. 

One part, of our study relates to the moneylending and borrowing 
activities of 546 foundations. To this end, we required the founda- 
tions to submit schedules of all loans receivable and loans payable dur- 
ing the period of 1951 through 1962. 

I here is indication that funds loaned out by those foundations dur- 
ing the period of 1951 through 1962 is about $841 million. Their bor- 
rowings total $251 million. 
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The study is far from complete, but a preliminary examination of 
some of the loans receivable indicates that 22 foundations made loans 
of $19 million to assist borrowers in purchasing securities. 

A similar preliminary examination of some of the loans payable in- 
dicates that 23 foundations borrowed $17 million for the purpose of 
purchasing securities. 

We will need additional information from many of the foundations 
in order to determine the exact purpose of the funds loaned out or 
borrowed. 

For example, some of the foundations state that certain loans were 
made for “general corporate purposes.” There is no indication 
whether “general corporate purposes” includes the purchase of securi- 
ties or other assets. 

On page 9 you reach the conclusion that “foundations as a group 
are not active traders.” I would like to read to you some preliminary 
figures we have developed with respect to the market activity of the 
546 foundations that we have under study. 

For some time we have been looking into the stock market activities 
of the 546 foundations under study by this Subcommittee. Although 
the study is not complete as yet, preliminary figures indicate that, 
during the period of 1951 through 1961, the 546 foundations sold 
over $8.6 billion of securities, showing a capital gain of over $1.8 bil- 
lion. These figures include $3.7 billion of stock sales, showing a gain 
of $1.8 billion. 

Preliminary figures also indicate that, during the period of Decem- 
ber 1, 1961 through June 30, 1962 (the period of the big plunge in 
1962) the 546 foundations sold 8.4 million shares of traded stocks for 
a sales price of $565 million, showing a gain of over $421 million. 
During the same period, the 546 foundations purchased 4.4 million 
shares of traded stocks at a cost of $201 million. 

In your view, do those figures indicate a sizable amount of market 
activity by foundations ? 

Mr. Cohen. I believe they do. 

The Chairman. Schedules submitted by the Lillia Babbitt Hyde 
Foundation, of New York City, show acquisition date of October 19, 
1962 and sales date of March 5, 1962 on 2,000 shares of Pacific Gas 
and Electric common. The gross sales price for the 2,000 shares was 
$70,750, with the Foundation showing a gain of $9,052.55. 

Similarly, schedules submitted by the Clark Foundation, of New 
York City, show acquisition dates of July 27, 1962 to July 30, 1962 
and sales dates of February 28, 1962 on 700 shares of Westinghouse 
Air Brake common. The gross sales price for the 700 shares was 
$20,387.50, showing a loss of $4,410.49. 

On the surface, would these two cases seem to indicate short sales 
on the part of the Hyde and Clark foundations? 

Mr. Cohen. Well, I may have missed the period. 

The Chairman. Possibly I went too fast on that. 

Mr. Cohen. I am unable to state, on the basis of this informa- 
tion alone, whether these were short sales. I did miss the dates. But 
if they were within the 6 months period — I am sorry. 

The Chairman. They were within the 6 months period. 

Mr. Cohen. Then they would be short-swing transactions. But, 
again, I don’t know whether or not those particular trusts were holders 
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of more than 10 percent of the stock of the company involved, and, 
therefore, subject to the sanctions of Section 1G of the Exchange Act. 

I believe not. 

The Chairman. Would you agree, Mr. Cohen, that a person who 
effects a public distribution of securities for a foundation, which con- 
trols the corporate issuer of the stock, is an underwriter within the 
Act ? 

Mr. Cohen. Well, whether or not he is an underwriter, if such a 
foundation effects a public distribution of securities, it would be sub- 
ject to registration under the Securities Act of 1933, and we have had 
many such in the history of the Commission. 

The Chairman. Would you agree that the question of control may 
involve situations where the foundation appears to be under the con- 
trol or domination of the donor, who is himself a controlling person 
of the issuer? 

Mr. Cohen. If such a situation occurred, and if I understand your 
question, any public offering by the foundation would be subject to 
registration. 

The Chairman. If such a foundation decides to make a public offer- 
ing of stock through an underwriter of a controlled corporation, is 
the foundation required to file a registration statement, cause a 
prospectus to be published and to take the same steps as may apply 
with respect to any initial issue ? 

Mr. Cohen. It is essentially the same. Technically the issuer files 
a registration statement, but a prospectus must be provided to in- 
vestors. 

The Chairman. If a foundation acquired stock under circumstances 
which would constitute the foundation an underwriter — such as a 
purchase or grant of stock from an issuer or controlling person with a 
view to distribution — would registration be required ? 

Mr. Cohen. Generally speaking, yes, sir. 

The Chairman. As I understand it, under the law, insiders — direct- 
ors and officers of issuing companies, or persons who are beneficial 
owners of more than 10 percent of any class of listed equity securi- 
ties — are required to file statements with the SEC and the Exchange 
disclosing their ownership of such securities and showing changes m 
ownership which have occurred during the preceding calendar month. 

Profits earned by such insiders by reason of their relationship to the 
issuer from a purchase and sale or sale and purchase within a 6-month 
period inure to and are recoverable by the issuing corporation, 

Do these provisions apply to foundations, just as they apply to any 
other stockholder ? 

Mr. Cohen. Yes, sir. 

The Chairman. Even if the foundation is holding the stock in 
trust ? 

Mr. Cohen. Y es, sir, if it has a beneficial interest. 

The Chairman. Would you agree that except for the provisions of 
the Act, which prohibit manipulation of security prices through the 
facilities of a national securities exchange and on the over-the-counter 
markets, there appears to be no special provision in the Act which 
would prevent an officer of a corporation who holds the position of 
director or trustee in a foundation from using that position to effect 
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transactions by the foundation which would indirectly benefit him or 

his company. , . , , 

Mr. Cohen. There is nothing to prohibit such transactions, sir. 
But if he or a controlled foundation effects transactions on the basis 
of information known to him and not known to others, he and the 
foundation may both be subject to civil and criminal sanctions. 

The Chairman. Do you have the list yet, Mr Cohen ? 

Mr. Cohen. It hasn’t arrived as yet. We will supply it before the 

close of business today. . , . , 

The Chairman. Mr. Cohen, your testimony before the Appropria- 
tions Committee was called to our attention about the time it was 
made. But we didn’t get a copy of it until the book was published 
later on. It deals with the Independent Offices Appropriations Act, 
1965. The testimony appears on page 628 as follows : 


Mr. Cohen". I might add, Mr. Edwards, that some. of the information 
in Mr Patman’s report actually came from information on file with the 
Commission. I would only supplement what Mr. Woodside said to 
indicate that on occasion foundations have been used by individuals to 
carry out various purposes, such as proxy fights and things of that 
sort. In that area, our job has been limited to eliciting the relevant 
facts and getting them out in the public prints. This is what we have 
done. As I say, Mr. Patman got a great deal of his information from 
our files. 


Now, Mr. Cohen, will you please tell us what information we re- 
ceived from you ? . . , , 

Mr. Cohen*. It was my undorstanding — and that statomont is basod. 
on that understanding— that members of your staff reviewed the files 
in the offices of the Commission and discussed the coverage of the re- 
porting requirements with members of our staff, and that certain of 
the information that formed the basis of that excellent report was 
based on information in the Commission’s public file. . 

The Chairman. Well, I know you are honest m your views on that, 
Mr. Cohen. I know you are stating it exactly the way you understand 
it. But the truth is that no information appeared in our reports that 
came from your files. 

Mr. Cohen. I am glad to be corrected, sir. 

The Chairman. Of course you had a right to rely upon the staff, 
and I am sure that they probably told you what they thought was the 
true situation. But the truth is we did not receive any information 
from your files that was put into the report. 

Now, Mr. Harvey, do you have a question ? 

Mr. Harvey. Mr. Chairman, I first want to compliment you— 
because you are very knowledgeable in the field of banking and in- 
vestments — on the thoroughness with which you have questioned our 

witness this morning. . .... 

I only would like to ask a supplementary question for which I will 
have to give you just a little preface. . 

In my rather limited knowledge of the operation, of foundations, 
I have observed that there are two types of operation practiced by 

the foundations : . _ . 

One has to do with a foundation which may have been the beneticiary 
of the assets in the beginning of a single block of stock of some corpor- 
ation, or maybe at most two or three, and which has realized that, m 
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order to better preserve the continuity of its income, must sell some of 
those stocks, or exchange them for stocks from other well known 
corporate entities. 

And then there is the other type of operation in which a foundation 
can and in certain instances has been used as a front for market 
trading. 

Would you agree that this is a true statement ? 

Mr. Cohen. Certainly on the basis of the report of this subcom- 
mittee that I have read, and it is a very excellent report indeed, it 
is a true statement. 

Mr. IIarvet. You are in a position to observe the activities of prac- 
tically every one of any consequence that deals on the board of trade. 

Do you have any information indicating that the bulk of this trad- 
ing that is going on is being done for other than proper purposes ? 

Mr. Cohen. I have no knowledge to which 1 can now speak. As 
I have indicated, the report of the subcommittee adverted to three 
foundations and provided substantial information which, as I also 
indicated, was not theretofore available to the Commission, and which 
we are now investigating. 

It may be that the results of that investigation may provide me with 
a better basis for answering your question. 

Mr. Harvey. How long have you been with the Commission, Mr. 

Cohen ? 

Mr. Cohen. I have been with the Commission in one capacity or 
another for 22 years. 

Mr. Harvey. Then, I think it is a fair question to ask you, because 
of the long tenure you have served there, if you have actual and factual 
data that you can present that foundations are using their rather 
cloistered protection for improper purposes on the board of trade? 

Mr. Coiien. There are very few situations that have come to my 
attention that could even approach that situation. 

I do wish to hasten to add, however, that there have been any num- 
ber of situations that have come to my attention in which, for example, 
proxy contests have occurred, and certain persons who were partici- 
pants in those proxy contests undoubtedly had the benefit of the share 
holdings of the trust in assisting them in their endeavor to unseat a 
management, or to obtain control of a company in another way. 

This is a matter as to which I can speak from personal knowledge. 

Mr. Harvey. That is exactly what I am asking, Mr. Cohen, and I 
think you have tried to be honest in your answer. I know that anyone 
who has been associated with the Commission as long as you have must 
have a very thorough knowledge of this segment, especially since you 
know our Subcommittee has been interested in it. 

Now, could you submit for our benefit the names of any of these 
people whom you think may have been engaging in this kind of 
activity ? 

Mr. Cohen. Mr. Harvey, I indicated earlier that I would attempt 
to provide the Subcommittee with information in this area— that is, 
with respect to proxy contests — for the period beginning January 1, 

1963, or if the Committee wishes us to go back a little farther, we would 
be glad to do that, too. 
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Now, so far as other areas of activities to which the Subcommittee 
has adverted in its report, I am not nearly as well prepared to speak 
from personal knowledge. 

I have the feeling that there are other situations which have come 
to our attention — and I cannot now name one — through the years in 
which a particular person may have used the facilities of a related 
foundation or trust in effecting a certain series of securities trans- 
actions which may not have been wholly consistent with law. As I 
said before, we don’t keep that information by that category. Any 
such information we could submit would probably be incomplete, and 
we would have to depend on the memory of gentlemen like Mr. Pol- 
lack, of cases that he may have been associated with. 

Mr. Harvey. Are there others who are on the staff of the Commis- 
sion — Mr. Chairman, I hope you will indulge this question 

The Chairman. Yes, sir. , _ , , . 

Mr. Harvey (continuing). Since you, Mr. Cohen, have been there 
many years you must know most of them intimately — who could be 
more helpful than you in supplying this information, even if it is 
necessary to give it in confidence? 

Mr. Cohen. I will endeavor, when I return to the office, to speak to 
all those who I believe would be in a position to supply this informa- 
tion. I only want to add the further caveat that we don’t have this 
information by foundation or trust in any organized way, and the 
information that we could provide would necessarily be incomplete. 

Mr. Harvey. Mr. Chairman, I again repeat my request. 

We are dealing with a very sensitive issue here, and one that may 
hold, if we are not able to properly cope with it at this time, a good 
deal of threat to the future well being of many of our citizens. If the 
Commission has other people on its staff who do have information, even 
though it may not be documented, that can be helpful to the Commit- 
tee, and even if they request that it be given to us in confidence, we 
have a perfect right to request such information be given to us. 

Mr. Cohen. Mr. Chairman, may I suggest— because I do wish to 
comply with Mir. Harvey’s request — that we review the situation, pre- 
pare a memorandum, and submit it to you, sir. 

The Chairman. Well, that will be satisfactory for the present? 

Mr. Harvey. If it is satisfactory with the Chairman. 

The Chairman. It is all right with me, if it is all right with you, 
for the present. And then if it is not satisfactory, wo will take it up 
again. 

Mr. Harvey. Yes, leave the door open, in other words. 

Mr. Coiien. Yes, sir. 

Mr. Harvey. That will be fine. 

The Chai rman . Mr. Cohen, you haven’t received that information 
yet ? 

Mr. Coiien. Excuse me, sir. 

May I approach the bench, sir ? 

The Chairman. Yes, sir, you may proceed. 

(Discussion off the record.) 
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The Chairman. We will take a few minutes recess. Let’s take a few 
minutes recess. 

(A brief recess was taken.) 

The Chairman. The Committee will come to order. 

Mr. Cohen, did you want to make a statement ? 

Mr. Cohen. Yes, sir. In my statement I adverted to the special 
study of the securities market. That study was primarily concerned 
with the markets, and not with foundations as such. 

However, an aspect of the study undertaken by that group was 
activities of institutional investors, in the course of which they did 
study a number of the activities of a number of these charitable 
foundations. 

Now, it is my understanding that these foundations provided the 
information readily enough. But, at that time— and I don’t know if I 
can put it precisely, because the person who engaged in those negotia- 
tions is not here — but it is my understanding that they had an under- 
standing that the Commission would use the information they pro- 
vided in the aggregate, and while there was no commitment by the 
Commission that it would not reveal any names, there was an under- 
standing that the Commission would not reveal the names of the 
foundations. 

Now, I have the list here, and I am very happy to submit it to the 
Chairman, and if the Chairman feels that it should be made part of 
the record I am sure that will be satisfactory. 

I he Chairman. You see, it is rather indirect, your information. 

Mr. Cohen. Yes, it is, sir. 

The Chairman . Y ou don’t know for sure what statements were made 
concerning its use. The. gentleman is not avail able. 

Mr. Cohen. I think that is a fair statement of the situation, be- 
cause I have talked to two or three people who were concerned in the 
activities of the study — although they are not the persons who were 
actually negotiating this matter with the foundations. 

The Chairman. Well, suppose you send the list up here, if you 
please. 

Mr. Cohen. Yes, sir. 

The Chairman. Mr. Cary, of course, made the commitment to me — 
to submit the information. 

Mr. Cohen. I would like to carry it out for him. 

The Chairman. I know. But I just wondered if we should ask you 
to carry it out — if we shouldn’t ask him to carry it out. 

Mr. Cohen. Well, sir, I feel fairly certain that he would explain it 
essentially as I have, and I think his position would be essentially the 
one that I have expressed. 

The Commission has no objection. I am quite certain that the foun- 
dations would have no objection. 

I merely wanted to explain the circumstances under which we got 
the information. 
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Mr. Harvey. Well, can the Committee assume, then, that you are 
assuming full responsibility in replying for Mr. Cary ? 

Mr. Gotten. Yes, sir. 

The Chairman. All right. We will put these m the record, then. 

Y ou can take it and read the names out, please. 

Mr. Cohen. The list are the following : 

Ford Foundation, Rockefeller Foundation, Duke Endowment 30 
Rockefeller Plaza, New York, John A. Hartford Foundation, Car- 
negie Corporation, "W. K. Kellogg F oundation, Alfred P . Sloan Foun- 
dation, Lilly Endowment, Inc., Commonwealth Fund, Danforth Foun- 
dation, and Kresge Foundation. Those are the 11, sir. 

The Chairman. Obviously you have some of the largest founda- 
tions. Do you have any further questions, Mr. Harvey ? 

Mr. Harvey. No, I have no further questions, Mr. Chairman. 

Mr. Cohen. If I indicated these were the first 11 in order of size, 
perhaps I should modify that by saying it is my impression that 
these are a sample, and include 11 of the largest ones. And, as. I 
indicated, on the basis of the information developed by our statis- 
ticians, and obviously that involved a procedure of projection, based 
on available figures,' they represented approximately 56 percent of 
the aggregate holding. 

The Chairman. That is the part we ]ust don’t see at all, Mr. 
Cohen. We don’t know and the Treasury doesn’t know. You have 
to have something to say it is 56 percent of . 

Mr. Cohen. Yes, sir. I feel myself, that your staff certainly and 
the Internal Revenue Service has much more and better information 
regarding this subject than we. And I am prepared to sit corrected 
here as of this moment. 

The Chairman. Well, Kresge, for instance — several foundations 
that are not on your list would bo larger than Kresge. Anyway, 
you have submitted the 11 that you used. That is the information 
we asked for. And we thank you very much, sir. 

I wish you would advise Mr. Cary we may ask him to come here 
at some convenient time mutually satisfactory. 

Mr. Coiien, Yes, sir. 

Mr. Harvey. Mr. Chairman — in furtherance of the request I made 
to you, Mr. Cohen, since you yourself may not be back, I wish you 
would relay our request to Mr. Cary, and if he does have people and 
personnel there who have certain knowledge, that they, when Mr. 
Cary comes, can come here. 

Mr. Coiien. Yes, sir. And if the Committee wants me back, 1 will 

be back, too. _ ...... . 

The Chairman. We would like for you to be available if we need 
you, Mr. Cohen. We have no plans at this time to ask your return. 

We appreciate your testimony. It will be helpful to us. 

Mr. Coiien. May I add one word ? It has just been brought to my 
attention that we do have the precise statement made in the study 
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report with respect to the selection of these 11. It appears at page 
837 of par II of the report of the Special Study of the Securities 
Markets of the Securities and Exchange Commission, House Docu- 
ment No. 95, Part II. And it is footnote 45 on that page. 

The respondents were selected primarily from among the largest in 
each institutional category studied, but also with some ecort to in- 
clude coverage of different sizes and geographical locations of institu- 
tions within each category. 

Now, that footnote relates to all of the institutions studied, not just 
the foundations and the trusts. But that is the statement of the study. 

The Chairm an. The 56 percent part is the part that I cannot under- 
stand— when we just don’t know what 100 percent is. 

Mr. Cohen. Well, we will try to provide some information on that 
score, too. 

I he Chairman. If you will, please, sir. Thank you very much. 

We appreciate your testimony. And our thanks to the gentlemen 
who accompanied you. 

The Committee will stand in recess subject to the call of the Chair. 
(Whereupon, at 11 :45 a.m., July 23, 1964, the subcommittee recessed, 
subj ect to the call of the Chair. ) 
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MONDAY, AUGUST 10, 1964 

House of Representatives, 

Subcommittee No. 1 ok Foundations of the 

Select Committee To Conduct Studies and 
Investigations of the Pkoblems of Small Business, 

W ashmgton, D.C. 

The subcommittee met, pursuant to call, at 10:05 a.m., in room 
1301, Longworth House Office Building, lion. Wright Patman 
( chairman of the subcommittee) presiding. 

Present: Representatives Patman ; Evins, Roosevelt, and Harvey. 
Also present: H. A. Olsher, Director of Foundation Studies; 
Myrtle Ruth Foutch, Clerk; John J. Williams, Minority Counsel ; and 
Eugene Loehl, Assistant Minority Counsel. 

The Chairman. The Committee will come to order. 

Mr. Harding, are you ready to proceed ? 

TESTIMONY OF BERTRAND M. HARDING, ACTING COMMISSIONER, 
INTERNAL REVENUE SERVICE, ACCOMPANIED BY MITCHELL 
R0G0VIN, ASSISTANT TO THE COMMISSIONER; SHELDON S. 
COHEN, CHIEF COUNSEL; AND ARTHUR B. WHITE, SPECIAL AS- 
SISTANT TO CHIEF COUNSEL, INTERNAL REVENUE SERVICE 

Mr. Harding. Yes, Mr. Chairman. 

The Chairman. Identify, if you will, please, the persons accom- 
panying you. 

Mr. Harding. I have Mr. Sheldon Cohen, the Chief Counsel of the 
IRS, in the center; Mr. Mitchell Rogovin, Assistant to the Commis- 
sioner, next to me; and Mr. Arthur B. White, Special Assistant to the 
Chief Counsel, on Mr. Cohen’s left. 

The Chairman. This is the fourth session of hearings of Subcom- 
mittee Number 1 on the subject of the Federal Government’s super- 
vision of tax-exempt foundations and charitable trusts. 

On behalf of the Subcommittee, I should like to welcome our fourth 
witness, Mr. Bertrand M. Harding, Acting Commissioner of the In- 
ternal Revenue Service. Do you have a prepared statement, Mr. 
Harding? 

Mr. Harding. I do not, Mr. Chairman. 

The Chairman. Then I shall just proceed with the questioning. 
Later in the hearing this morning, I shall ask you about the J. M. 
Kaplan Fund, Inc., of New York City (assets almost $15 million) — 
a matter in which the National Office of the IRS has been involved 

127 
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for some time. Therefore, I would suggest that you have one of your 
aides bring you the complete file on the J. M. Kaplan Fund, including 
correspondence, memoranda, summaries of hearings, conferences, etc. 

Would you do that, please ? 

Mr. IIakding. Chief counsel advises me that the case is under ac- 
tive audit in New York and that the major file is at that location, 
rather than in Washington. We probably have a correspondence hie 
in the N ational Office. 

The Chairman. Well, just have available what you have here, then, 
please, Mr. Harding. 

Mr. Harding. Yes, sir. 

The Chairman. Mr. Harding, how long have you been with the 

IKS? 

Mr. Harding. Eleven years, sir. 

The Chairman. What positions have you held ? 

Mr. Harding. I started as the Assistant to the Deputy Commis- 
sioner, became Assistant Director of the Collection Division, the As- 
sistant Commissioner for Planning and Research, and in 1961, was 
appointed Deputy Commissioner. In July of this year, I was desig- 
nated Acting Commissioner of the Internal Revenue Service. 

The Chairman. During Mr. Caplin’s testimony of J uly 22, I men- 
tioned that, although a few Government officials and foundation ex- 
ecutives would have us believe that most of the abuses of tax exemp- 
tion are by small foundations, we have found that violations of Treas- 
ury Regulations are not confined to the latter foundations. For ex- 
ample, I pointed out that the Carnegie Corporation of New York had 
violated Treasury Regulations by failing to make full disclosure of 
its capital gains "for the years 1962 and 1963. I asked Mr. Caplin to 
confirm or deny that tlie Foundation had failed to furnish such details 
to the IRS. By letter of August 4, 1964, you informed me as follows : 

We have examined the capital gains schedules submitted by the Carnegie Cor- 
poration for 1902 and 1963 and find that complete information on gain or loss 
from sale of assets required by our instructions was: not furnished. 

Also, during Mr. Dillon’s testimony of July 21, 1 queried him as to 
the amount of money spent overseas by all United States foundations 
during 1963. The Secretary did not have the answer at the time and 
has since informed us that the IRS records “Do not indicate the 
amounts spent by all United States foundations for international 

projects.” . tt t * o 

FTave you found our studies useful in your work, Mr. Ilardmg? 

Mr. Harding. Very useful, Mr. Chairman. 

The Chairman. Secretary Dillon stated that 10,000 tax exempt or- 
ganizations’ tax returns were examined in fiscal year 1964. Were 
these examinations field audits or desk examinations? 

Mr. Harding. Mr. Chairman, we have examined the breakdown 
between field and what we call office examinations for 1964 and we find 
that of the total examined, 10,051 were examined by field agents; 211 
were examined by office auditors, within the office. 

The Chairman. Well, now, the field agents, do they go into offices 
of the foundations ? 

Mr. Harding. Yes, sir. The field agents typically go into the place 
of business or residence of the taxpayer to examine his books and 
records. 
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The Chairman. How many foundations had field audits in 1964? 

I believe you said about 10,000 ? 

Mr. Harding. Those were total examinations of all exempt organ- 
izations, Mr. Chairman. ... » 

The Chairman. I have them confused. My question is about foun- 
dations. About how many ? . . ( „ 

Mr. Harding. Yes, sir, we examined approximately 1,300 founda- 
tions in fiscal year 1964, all of which were field examinations. 

The Chairman. And in the offices of the foundations ? 

Mr. Harding. Yes, sir. , 

The Chairman. How many applications for tax exemption did the 

IRS approve in 1963 ? , , , 

Mr. Harding. In fiscal year 1963, Mr. Chairman, I do not have the 
figure currently at hand. I can give you the figure on fiscal year 1964 
if that will be satisfactory. 

The Chairman. Well, for a definite period ? 

Mr. Harding. Yes, sir. 

The Chairman. Fiscal year 1964— that will be all right. That is 12 

months. . 

Mr. Harding. I beg your pardon, my figure is for 1963. W e ap- 
proved 9,735 applications for exemption in calendar year 1963. 

The Chairman. 9,735? 

Mr. Harding. Yes, sir. 

The Chairman. If every American had a tax exempt foundation, 
where would the Federal, State, and local governments obtain funds 
for their operations ? . 

Mr. Harding. That is a rather speculative question, Mr. Chairman. 

I am probably not competent to answer it, but I would assume if every 
American taxpayer was an exempt organization, there would be no 
funds available at any of the levels for those operations. 

The Chairman. Is there anything keeping them from doing it? 

Mr. Harding. Yes, sir, I think there is. There are requirements 
that the income from those sums be used for charitable, educational, or 
research purposes. I think that most taxpayers are not willing to 
dedicate their entire resources to those ends. 

The Chairman. If all of them that were in a position to do so took 
advantage of the present laws, it would seriously interfere with our 
collection of adequate revenue to take care of the national defense and 
interest on the public debt and things like that, would it not? 

Mr. Harotng. That may be true, Mr. Chairman. 

The Chairman. Would you agree that the living need charity more 
than the dead ? 

Mr. Harding. Yes, indeed, sir. 

The Chairman. Under present law, foundations are not required 
to spend their principal (which includes capital gains and contribu- 
tions received) , is that correct? 

Mr. Harding. That is correct, sir. 

The Chairman. It is a pretty liberal law, is it, not, Mr. Harding? 

Mr. Harding. That is the law as I understand it, Mr. Chairman. I 

wouldnotwanttocharacterize.it. 

The Chairman. Ho I understand correctly that the T ub rule of 
thumb is that— except for extraordinary circumstances— a founda- 
tion is required to spend 90 percent of its annual income (meaning div- 
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idends, interest, etc.) for the purpose for which it was granted tax 
exemption? 

Mr. Hard ino. No, sir, I know of no such rule as that. The rule as 
I understand it is merely that there must not be an unreasonable accu- 
mulation of that income and it becomes a factual question. 

The Chairman. "What is the rule of thumb? What percentage? 

Mr. Harding. I am Sony, Mr. Chairman, I do not know of a rule 
of thumb. 

The Chairman. Well, you have to have something to go by, do you 
not? Is there a rule of any type that you go by ? 

Mr. Harding. Not that I am aware of, sir. 

Tlie Chairman. I have always heard that 90 percent is your guide- 
line. In fact, I believe we received that information in correspondence 
from you. 

Well, 1 i ust Personally am not aware of that rule, 

Mr. Chairman. I shall attempt to find out if we do have a rule and 
supply it for the record for you, sir. I am not aware of a set percent- 
age rule that would guide us in making a determination of unreason- 
able accumulation. 

The Chairman. It disturbs me that you have been with the Bureau 
as long as you have — 11 years — and you have no rule on this very im- 
portant matter of how much may be spent and how much may be re- 
tained. How do you instruct your field men? Do you say it is all 
right if they just spend 50 percent or 75 percent for charity? What 
do you tell them? 

Mr. Harding. It is a factual question, Mr. Chairman. We have 
many factual questions, such as what is reasonable depreciation in the 
corporate area. These are not areas where we can draw hard and fast 
lines. 

(The information submitted by the IRS, under date of Septem- 
ber 25, 1904, follows:) 

Tlie Internal Revenue Service has established no “rule of thumb” on 
the percentage of an exempt foundation’s annual income that must be 
spent for exempt, purposes. The Service has neither a published position 
nor an internal guideline that attempts to equate the “unreasonable ac- 
cumulation of income” provisions of section 504 of the Internal Revenue 
Code to a percen tage figure since neither the language of the statute nor 
its legislative history would support the use of a percentage figure in 
determining whether, in a particular ease; the accumulation of income is 
unreasonable in amount or duration.” The issue is inherently factual, 
as an examination of various court opinions on. the matter demonstrates 1 
In 1950, the Senate Finance Committee rejected a House provision 
which would, in effect, have taxed the accumulated income of certain 
exempt organizations. This provision was deleted from the House bill 
because the Senate Finance Committee believed it “too inflexible and as 
a result would seriously injure many worthwhile educational and chari- 
£ lb .A e Injects.” (S. Rept. No. 2375, 81st Cong., 2nd Sess., 1060-2 Cum. 
null. 485, o08. ) It was in the Conference Committee that the existing 
statutory provision regarding accumulations of income unreasonable in 
amount or duration was added. 


O J rt 4^°n^io 0 ' SS" k U - S i S “PP- 74 (195.6) ; Erie Endowment v. 

( X 9 6 1 ) i, affirmed 316 Fed. (2d) 151 (1963) ■ Steven* Em* 

7 R 1 T-C- 93 (1962) ; Danjorth Foundation y. US 222 Fed! Supp 
761 (1963); Hulman Foundation, Inc. v. U.S. 217 Fed. Sudd. 423 (1962) • and F 

Truscott Bwight L Uorrie and I. Lehr Brisbin, TruHtece offtarry BHollwaTkunTation 
lb58. S 'I? 8 m i e ?ll^ te p a a, D a ! at g r 5 1 1 C |3 C0Urt for ^Wlvanla Eastern DistrRt Sred Ap?il 1 
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Thus, while the Service has published a series of interpretive rulings 
as to the mechanics of the statute, 2 its very nature precludes the use of 
a percentage test to determine compliance with the test of reasonableness 
of accumulations. 

The Chairman. Our study indicates that the foundations under 
study by this Committee had accumulated income (meaning unspent 
income) of $902 million at the close of 1960 as against $271 million in 
1951. Based on these figures, would you agree that, as of the close o± 

1960, those foundations with unspent income had kept $902 million 
from the reach of the living who are in need of charity ? 

Mr. Harding. They have not yet distributed it at any rate, Mr. 

" The Chairman. In other words, they kept it from them. They just 
did not distribute it ? 

Mr. Harding. Yes, sir. . . . 

The Chairman. According to Treasury figures, 62.7 million individ- 
uals filed income tax returns in 1962. The standard deduction iorm 
was used by 36.1 million of these individuals. _ Thus, there was no tax 
reduction incentive which moved these 36.1 million Americans to con- 
tribute to charity, is that correct ? . , , m 

Mr. Harding. Yes, sir. I think that is a correct inference to draw. 

The Chairman. According to figures compiled by the > Treasury lor 

1961, persons with adjusted gross income of less than $12,000 per year 
paid 61 percent of all income taxes in 1961. Is that your 
understanding? 

Mr. Harding. That sounds about right, yes, sir. 

The Chairman. Charity has been called the fourth largest mdustiy 
in the United States. It is estimated that $9.3 billion was contributed 
to charity by the American public in 1962, as against $5.4 billion m 
1954, and, according to the IKS, foundations contributed only $800 

million of the $9.3 billion in 1962. . , , 

Hence, it is obvious that by far the largest part of the charitable 
contributions in this country comes from middle and lower income 
groups — from people who contribute one dollar, two dollars, five dol- 
lars, or ten dollars to their cancer funds, community funds, March oi 
Dimes, etc. These people give because of their sympathy tor the poor, 
the ill, and the underprivileged, not because they receive any tax 
breaks 

During the period that we have been engaged in this study, we have 
heard a great deal from a few government officials and vested interests, 
such as foundation executives, who say that we must be careful not to 

“dry up” the sources of foundation philanthropy. _ , , , 

At this point, I should like to read to you portions of a letter dated 
July 13, 1964 which I received from Mr. C. Edward Johnson, Director 
of Public Relations and Finance of the Greater Minneapolis Council 
of Churches. 

First of all I would like to commend you, your staff and your commit- 
tee on the excellent work you are doing in noting the impact ot tax- 
exempt foundations and charitable trusts on our economy I have 
appreciated reading the three reports your committee has published. 

- Rev. Rnl. 54—137, C.B. 1954-1, 289 ; Rev Rul. 68-4174 , C .B. 1955-2, 2.64; Rev. Rul. 
54-2,27, C.B. 1954-1, 291 ; and Rev. Rul. 58-535, C.B. 19o8~2, 270. 
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Personally, I And it difficult to be sympathetic with any group or- 
ganization or individual who abuses the privilege of giving. ' If you take 
“?J erb t0 Give out of the concepts upon which our Nation was founded 
it it were removed from the hopes we hold for democracy today, our his- 
tory would reflect a most unhealthy and selfish background. 

What has this to do with foundations? Just this : When these groups 
abuse the privilege and confidence placed in them, when they are 
allowed to create an atmosphere of generosity when it is not so, then 
they abuse freedom. It is at this point also that they must be held 
accountable. To give means “to bestow freely without return.” Too 
many foundations are allowed to masquerade as givers when actuallv 
this is not the case. 

If a foundation does not do the things for which it is established then 
it seems to me, it automatically forfeits its right to exist and should be 
subject to strong action. 

The Chairman. Would you agree that every taxpayer subsidizes 
gifts to foundations and, contrary to the principles of the income tax 
laws, the wealthy are subsidized more heavily than the poor? 

Mr. Harding. Mr. Chairman, I am afraid you are a little out of my 
depth as ^a. tax administrator. I really do not think this is a position 
mat me lie venue Service has an official stance on. I think, as Secre- 
tary Dillon pointed out in his testimony, a great deal of good is done 
by charitable foundations, and I think that this is probably about as 
tar as 1 as an administrator and a career service officer ought to go in 
commenting on what is essentially a matter of tax policy. 

The Chairman. Would you agree that gifts by the wealthy may not 
be purely unselfish donations since they can be a means of increasing 
the donor’s spendable income- ? 

Mr. IIarding. Mr. Chairman, I really do not know what motivates 
wealthy people to make gifts. N ot being one myself, I am not in a posi- 
tion to see into their mmds. I am afraid that I do not know the answer 
to your question. 

The Chairman. I am just asking you, would you agree that gifts by 
the wealthy may not be purely unselfish donations ? 
mi ■^ ARDIN0, Yes, sir ; I think that possibility exists. 

Hie Chairman. How many gifts and bequests of $1 million or more 
were there m 1962 ? What was their dollar value ? 

. Mr - Harding. I would have to supply that for you for the record. 

The Chairman. And do not forget the dollar value, too. 
iVlr. Harding. Let me be sure we understand the question, Mr Chair- 
man. ’ 

The Chairman. How many gifts and bequests of $1 million or more 
were there m 1962, and 

Mr. Harding. Are these single, individual bequests ? 
i he Chairman. That is right. 

Mr. Harding. I am afraid we may not have that information, Mr. 
Chairman. Our statistics of income which show charitable deduc- 
tions are m terms ot those reported on tax returns, which would be in 
gross only. \S e cannot tell whether that was a series of $250 000 

bequests, or whether it was a total of $1 million. 

The Chairman. Well, the best information you have. 

™ M . r - Harding. Wo shall give you the best information we have Mr 
Chairman. ’ 

, JP ie information submitted by the IRS, under date of September 1, 

1964, appears on page 206.) 
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The Chairman. Why should a person with income of $100,000 a 
year be given a tax break for a charitable contribution when the per- 
son earning $5,000 per year gets no such benefit ? 

Mr. Harding. The law, sir, requires or allows the taxpayer to take 
charitable deductions. I presume in your $5,000 category, you are 
referring to those people who take standard deductions. Of course, 
a $5,000 person who itemizes is allowed a deduction for his charitable 
deduction. 

The Chairman. Mr. Evins ? 

Mr, Evins. I believe you said you have been with the IRS about 12 
years ? 

Mr. Harding. Eleven years, sir. 

Mr. Evins. When was the charitable foundations law first enacted 
by Congress ? 

Mr. Harding. My understanding is that it goes back as early as 
1909, before the income tax. 

Mr. Evins. How many amendments have been made to this law since 
it was originally enacted in 1909 ? 

Mr. Harding. My legal counsel informs me in the neighborhood of 
a half dozen, Mr. Evins. I am not familiar with it. I do know that 
major changes were last made in this law in 1950. 

Mr. Evins. Were these 1950 amendments the result of investiga- 
tions and recommendations of the Internal Revenue Service ? 

Mr. Harding. They were the result of recommendations made to 
the Congress by the Treasury Department, Mr. Evins. 

Mr. Evins. Over the years, have you had extensive experience and 
difficulties in administering this law ? . 

Mr. Harding. We have had extensive difficulties in administering 


this law, yes, sir. 

Mr. Evins. How many investigations are generally made annually 
with respect to the tax exempt foundations ? 

Mr . Harding. Well, sir, during the most recent period, _we are run- 
ning at the rate of about 10,000 examinations a year. This is up con- 
siderably from prior years’ experience. 

Mr. Evins. You are speaking of all exempt organizations 

Mr. Harding. All exempt organizations. 

Mr. Evins. We are addressing our remarks, and this is why I spe- 
cifically referred to it, to foundations. How many investigations do 
you make annually with respect to charitable exempt foundations? 

Mr. Harding. About 1,300 last year. 

Mr. Evins. How many charitable exempt foundations are there m 


6 xistonc 0 ? 

Mr. Harding. Depending upon definitions, and this is not a legally 
defined entity in the code, but somewhere in the neighborhood of 


Mr. Evins. 15,000 tax exempt foundations, and you have made a 
spot check on perhaps 1,000 ? 

Mr. Harding. Yes, sir. . 

Mr. Evins. So 49,000 went by the board and were not examined i 
Mr. Harding. No, sir. that would be 14,000. 

Mr. Evins. Oh, that is right, 14,000. 
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Mr. Harding. That, Mr. Chairman, is probably about as high a ratio 
as we have in our total audit program throughout the country. We 
examine typically, nationwide, less than 5 percent of the returns filed. 

Mr. Evins. Have you made recommendations to the Congress of 
the need of additional personnel for making these investigations? 

Have you made recommendations for tightening up the law in this 
area, or is there really any great concern in the Department ? 

Mr. Harding. We annually make recommendations for additional 
personnel for our total audit job, Mr. Evins. 

Mr. Evins. We are speaking about foundations. 

Mr. Harding. We have not made any specific request for personnel 
for the audit of foundations. We have informed the Congress, how- 
ever, of our increased audit program in our entire exempt organiza- 
tion field. They are aware of this and this has been part of our 
justification. 

Mr. Evins. How many personnel in your organization are assigned 
specifically to the investigation of organizations in the charitable 
foundations field ? 

Mr. Harding. I cannot give you that figure, Mr. Evins. We have 
dedicated in excess 

Mr. Evins. How many personnel are assigned to foundation investi- 
gation work exclusively ? 

Mr. Harding. I say I cannot give you that figure. Our program- 
ming in the National Office relates to total exempt organizations. In 
this area, we have assigned about what we call man years, and our 
figure is in excess of 100 man years in the exempt organization field. 

Mr. Evins. You have testified that you think there are about 15,000 
tax exempt foundations, and I believe earlier, you testified you really 
do not know how many there are. 

Mr. Harding. I said our best estimate, Mr. Evins, is that there are 
in excess of 15,000. Wo are in the process now of developing a master 
file of exempt organizations on electronic tape for the purpose of 
keeping a continuing inventory on all exempt organizations. When 
this job is completed, we shail have a much more precise figure to 
give you on the number of foundations. 

Mr. Evins. Mr. Harding, since this law was first enacted in 1909, 
and in view of the enormous growth in numbers of charitable exempt 
foundations, and also the tremendous amount of funds involved, do 
you not think it is incumbent upon you to this field of possible tax 
avoidance ? 

Mr. Harding. Mr. Evins, as Mr. Caplin pointed out in his testi- 
mony last month, there has been a rather sizable increase in our effort 
in the entire exempt organization field, and particularly in the founda- 
tion area since this Subcommittee has evidenced its' interest in the 
matter and has made available to us the three reports we have received 

Mr. Evins. Do you have any specific recommendations you wish to 
make to this Subcommittee at this time as a result of the previous 
reports that have been published ? 

Mr. Harding. No, sir, our recommendations, such as they may be, 
are being made to the Treasury Department for the purpose of in- 
corporation m their legislative proposals which they intend to briim 
to the Congress at the next session. 
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Mr. Evins. There is a concern in the Congress, I think there is a 
national concern, about the national growth, and I think it is incum- 
bent upon you as Commissioner to be more aggressive and active in 
this field. There is a general feeling that there has been a neglect or 
lack of concern, paying of little attention to it, anything that escapes 
by the board. 

Thank you, Mr. Chairman. 

The Chairman. Mr. Evins is on the Appropriations Committee, 
and I am sure he will consider any request that you may make for ad- 
dition personnel, additional money to go into this foundation area. 

Mr. Harding. We shall certainly take advantage of Mr. Evins’ in- 
terest in this matter. 

The Chairman. Since 1960, has the IRS examined foundation tax 
returns to determine whether compensation of officers, directors, or 
trustees may be exorbitant and unjustified ? 

Mr. Harding. An examination of this sort, Mr. Chairman, would 
be involved in a typical examination of foundations, yes, sir. 

The Chairman. You leave it generally up to the officers of the 
foundation as to the salaries they pay and the expenses they desire 
to pay, do you not ? 

Mr. Harding. Yes, sir, generally. 

The Chairman. Generally, you do ? 

Mr. Harding. Yes, sir, as in the case of a corporation. 

_ The Chairman. Since 1960, has the IRS found that compensa- 
tion of officers, directors, or trustees among the large foundations is 
reasonable and justified ? 

Mr. Harding. I know of no evidence to the contrary, Mr. Chairman. 

The Chairman. Would you agree that there are numerous worth- 
while charitable organizations in this country — such as the cancer 
funds, community funds, etc. — that are always in need of funds ? 

Mr. Harding. Yes, sir. 

The Chairman. With this in mind, I would like to give you a small 
sampling of the amounts paid to officers, directors or trustees of eleven 
foundations. These amounts represent payments made by nine foun- 
dations in 1963, and by two foundations in 1962 (the 1962 figures for 
the latter being the last year on file with the Subcommittee) . Total 
payments made to such officials of the eleven foundations were 
$3,393,322.74, as follows: 


Lilly Endowment, Inc., Indianapolis $00, 899. 88 

W. If. Kellogg Foundation, Battle Creek, Mick 166, 412. 00 

Carnegie Corporation of New York (fiscal year ending 9/30/63) 254, 083. 00 

Commonwealth Fund, N.Y.C. (fiscal year ending 6/30/63) 119, 906. 78 

Duke Endowment, N.Y.C. and Charlotte, N.C 559, 713. 77 

Ford Foundation, N.Y.C. (fiscal year ending 9/30/63) 619,834.44 

Roelcfeller Brothers Fund, Inc., N.Y.C 60, 500. 00 

Rockefeller Foundation, N.Y.C 1, 032, 702. 01 

Alfred P. Sloan Foundation, N.Y.C 194, 797. 00 

Leonard C. Hanna, Jr. Fund, Cleveland (fiscal year ending 

8/31/62) 245, 064. 86 

Robert A. Welch Foundation, Houston (fiscal year ending 
8/31/62) 73, 409. 00 


Total (eleven foundations) 3,393,322.74 


Some of the officials devoted only part of their time to their posi- 
tions. For example, payments to fourteen members of the Ford 
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Foundation’s Board of Trustees totaled $68,750 for their part time 
duties during that one year. Mr. J ohn J. McCloy was paid $30,000, 
plus $120.85 travel expenses, for his part time work as Chairman of 
the Board and Trustee of the Ford Foundation. Mr. Donald K. 
David was paid $25,000, plus $5,000 conference and meeting expenses, 
for his part time duties as Vice Chairman and Trustee of the Ford 
Foundation. 

Let us now have a further look at the payments to Ford Foundation 
trustees for three years 1960 through 1962. According to the F ounda- 
tion, “All trustees receive an honorarium of $5,000 per year.” Based 
on that figure of $5,000 per year, the aggregate compensation of 
eighteen trustees was $225,000 for the years 1960 through 1962. Here 
is a run-down of (1) each trustee’s compensation for that period, and 
(2) the number of days of meetings attended by each of them dur- 
ing that period. The data apply to Board of Trustees meetings, 
Executive Committee meetings, and Finance Committee meetings. 

• Stephen D. Bechtel was paid $10,000 for attending meetings on 
twenty days during 1961 through 1962. 

• Eugene It. Black was paid $15,000 for attending meetings on 
thirty-one days during 1960 through 1962. 

• James B. Black was paid $5,000 for attending meetings on nine 
days during 1960. 

• James F. Brownlee was paid $5,000 for attending meetings on 
twelve days during 1960. 

• John Cowles was paid $15,000 for attending meetings on twenty- 
seven days during 1960 through 1962. 

• Donald K. David was paid $15,000 for attending meetings on 
forty-three davs during 1960 through 1962. 

• 'Mark F. Ethridge was paid $15,000 for attending meetings on 
twenty-two days during 1960 through 1962. 

• Benson Ford was paid $15,000 for attending meetings on three 
days during 1960 through 1962. 

• Henry Ford II was paid $15,000 for attendingmeetings on twelve 
days during 1960 through 1962. 

• H. Rowan Gaither, Jr. was paid $5,000 for attending meetings on 
nine days during 1960. 

• Lawence M. Gould was paid $15,000 for attending meetings on 
twenty-three davs during 1960 through 1962. 

• ITenry T. Heald was paid $15,000 for attending meetings on fifty 
days during 1960 through 1962. 

• Roy E. Larsen was paid $15,000 for attending meetings on twenty- 
five days during 1960 through 1962. 

• John J. McCloy was paid $15,000 for atending meetings on thirty - 
seven days during 1960 through 1962. 

• J. Irwin Miller was paid $10,000 for attending meetings on ten 
days during 1961 through 1962. 

• Julius A. Stratton was paid $15,000 for attending meetings on 
twenty-three days during 1960 through 1962. 

• Bethuel M. Webster was paid $10,000 for attending meetings on 
twenty-four days during 1961 through 1962. 

• Charles E. Wyzanski, Jr., was paid $15,000 for attending meetings 
on twenty-eight, days during 1960 through 1962. 
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At this point, in order to save time, I shall insert in the record, as 
Exhibits, the details of the payments made to each individual by the 
eleven foundations instead of reading them. (Exhibits 1 through 11, 
pages 297-311.) I shall give you a copy, Mr. Harding. 

As you know, the Leonard C. Hanna, Jr. Fund of Cleveland has 
been liquidated and a tax return was filed for the final liquidation 
period of September 1, 1962 through January 18, 1963. Has the IRS 
found that the Fund has complied with all statutory requirements ? 

Mr. Harding. I shall have to have that checked for you, Mr. Chair- 
man. Off hand, I do not know. 

The Chairman. And you will put your answer in the record ? 

Mr. Harding. Yes, sir, I shall put the answer in the record. 

(The information submitted by the IRS, under dates of October 2, 
1964 and October 26, 1964, appears on page 207. Also see Exhibits 
6 and 12, pages 302 and 312.) 

The Chairman. Although the Hanna Fund filed a tax return for 
the final liquidation period, it failed to report details of compensation 
of officers and trustees. Such details, which are required by Treasury 
regulations, include the name of the officer or trustee, position, time 
devoted to position, salary, and expense account allowance. 

We have made three requests to the Fund for such details, the first 
one dated January 25, 1964. 

The tax return for the period of September 1, 1962 through January 
18, 1963 indicates that $103,395 was paid to officers and trustees during 
this short period of 4 x /2 months. 

During the five year, four and one-half month period (fiscal years 
ending August 31, 1958 through January 18, 1963) the four trustees 
of the Hanna Fund — John 0. Yirden, Harold T. Clark, Lewis B. 
Williams, and II. J. Reigert — received $712,986.95 as compensation 
for their part time duties. 

At this time, I would like to have you instruct one of your aides to 
phone the Cleveland District Office and ask them to obtain from the 
Hanna Fund for purposes of this record, the required information 
respecting payments to the individual officers and trustees during the 
period of September 1, 1962 through January 18, 1963. Would you do 
that, please, sir? 

Mr. Harding. Just one second, please, Mr. Chairman. 

This would be the information, Mr. Chairman, that should have 
been on their Form 990-A 

The Chairman. Yes, sir, and which was not. 

Mr. IIarting (continuing) . For the period ending what, again, sir ? 

The Chairman. January 18, 1963. 

Mr. Harting. I shall see if we can get that information for you. 

The Chairman. That was their liquidation period. 

Mr. Harting. Mr. Chairman, if we are unsuccessful in getting that 
information for you before the conclusion of this hearing, would it 
be satisfactory, if it is available, for it to be inserted in the record ? 

The Chairman. Yes, sir, but we shall be in session this afternoon 
I think, and during that period of time, you could probably get it. 

Mr. Harding. We shall do our very best., Mr. Chairman. But 
sometimes you cannot contact the responsible officers and you are not 
able to get the information. 
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The Chairman. That is right. But do it if you can. 

(The information submitted by the IRS under date of August 11, 

1961, appears on page 157. Also, see Exhibits 6 and 12, pages 302 
and 312. 

The Chairman. In your view, what is the justification for pay- 
ments as large as those made by the aforementioned eleven founda- 
tions — considering the pressing needs of many charitable organiza- 
tions? 

Mr. Harding. Mr. Chairman, the matter of reasonable compensa- 
tion of executives of any sort is a very difficult problem. As you were 
going through this list, with particular reference to the individual 
payments to some of these gentlemen, some of whose names are famil- 
iar to all of us, I recognize that they seemed to be compensated in 
terms of their time at board meetings at the rate of about $500 a day. 

Now, from our dealings with attorneys, with management consulting 
firms, and with other professional groups, this is not an unreasonable 
rate of compensation in the highly professional areas. 

The Chairman. But this is for charity. 

Mr. Harding. Yes, sir; I grant you this is for charity. I think the 
position we have to take, however, is that these people do demand these 
prices in their every day world, and they are being compensated by 
these foundations for their expert advice. I am sure that the founda- 
tions would argue the case that their contributions to the foundations, 
in terms of their expertise, more than compensate for the rate of daily 
pay. 

The Chairman. I notice one of the last ones I read was that Benson 
Ford was paid $15,000 for attending meetings on three days during 
1960 through 1962, and Mr. Henry Ford, II was paid $15,000 for 
attending meetings on 12 days during 1960 through 1962. Since this 
is supposedly for charity, it seems a little unusual to me that we 
would have such huge amounts for service. Of course, I am not as 
familiar with it as you are, and I do not pretend to be an expert on it. 

Mr. Harding. My only explanation is that these gentlemen are 
being compensated for their expertise in the direction of the charitable 
activities, and it has been the decision of the board of directors that 
this is a reasonable compensation. 

Mr. Harvey. Mr. Chairman? 

The Chairman. Yes, sir, Mr. Harvey. 

Mr. Harvey. I note here that one of the 11 that has been in- 
cluded is the Lilly Endowment from Indianapolis. I followed 
through the figures as to the salaries that were paid in the case of this 
particular foundation. It is one with which I have some personal 
acquaintance and knowledge. I notice in this case that the chief 
executive official of the foundation is paid $30,000. Now, I happen 
to know Mr. Lynn and I know the work of the foundation. I just 
want to say in the instance of this particular foundation that I do 
not think, knowing the competency and the responsible duties that Mr. 

Lynn has, that I would consider his salary an excessive one at all. 

There are many people within the Lilly organization who contrib- 
ute a great deal of their time and of their talents without cost to the 
foundation in an effort to make the operation of the foundation as 
efficient and as effective as possible. 

Mr. Chairman, again, I do not want to belabor the issue, because in 
some instances I think the statement here has brought to light the pay- 
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merits to employees which, even considering their expert advice and 
i n rl (orient would seem to be very liberal. But .1 did want to com 
ment in this instance, particularly with regard to the one foundation 
from my own state, one with which I have knowledge, and to say again 
tha“l think that this is a foundation that has not only followedthe 

letter but the spirit of the law as well. , 

The Chairman. Thank you, Mr. Harvey. Wo are glad to nave 

your comments for the record. _ , details of 

What is the purpose of requiring foundations to report ^details ot 
compensation paid to officers, directors, trustees, etc., ^Hard g - 
Mr Harding Primarily, Mr. Chairman, we are attempting to deter 
mi“ r^ivitiea o/the fomvfation are tar charflab: le pu = 

„nrl nnr reasons would be to examine into payments made to airecto 
Zl flint this is not a subterfuge for compensation 

a . l 1 envmrtnriAn n lil Ci ref DQ 


fill LI UllWCtO CV/ i vo — 

reporting have anything to do 
with maldng " possible for the IK§ to determine whether salar.es of 
such persons are reasonble ? 

Mr. Harding. Yes, sir. . , . » 

The Chairman. If such is the case, why do you omit salaries ot per- 
sons who are not officers? For example, the Longwood Foundation 
of Wilmington, Delaware (a du Pont foundation) paid out, salaries and 
wages totaling $1,178,755.16 during fiscal year ending September 30^ 
1963. Of this amount, $86,409.84 was paid to five non-officers each oi 
whom received $10,000 or more. Details of such payments are hei g 
inserted in the record herewith. . 

(The information referred to is as iolio ws :) 

Longwood Foundation, Inc., Wilmington, Del— Compensation of employees 
veceiving $10,000 ov tyiotg 

[Fiscal year ending September 30, 1903] 


Name and address 


Russell J. Seibert, Longwood 
Gardens, Kennett Square, l’a. 
Everitt L. Miller, Longwood 
Gardens, Kennett Square, Pa. 
George E. Thompson, 8 Green 
Tree Drive, West Chester, Pa. 
Knowles R. Bowen, Ridgecote 
Lane, Kennett Square, Pa. 
John M. Johnson, R.D. 2, 
Kennett Square, Pa. 


Director, Longwood 
Gardens. 

Assistant ^Director — 

Business Adminis- 
trator. 

Superintendent of 
Maintenance. 


Salary 

received 

Expenses 

received 

$24, 000 

$1, 978. 11 

17, 300 

487. 63 

16, 320 

44. 10 

15, 480 


10, 800 


83, 900 

2, 509. 84 


Mr Harding. Mr. Chairman, the reason that we do not require the 
complete salary schedule on the return is that it would, 
make the return entirely too clumsy; and therefore, w^ as mflie case 
of taxable corporations, do not require that they be submitted with the 
990-A because of this difficulty of paper processing. 

The Chairman. I would like to get on with the J, M - Kaplan Fu , 
Inc., of New York City. First I shall give you a few statistics on its 
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dis *T sements > and then 1 shall present a summary 
ot the matter before asking you some questions about the Fund. 
i)o you have your file here yet, Mr. Harding ? 

Mr. Harding. No, sir. 

Gr ° SS of the J - M • K ^Phm Fund totaled 

S“ °V he years 19- ? 1 though the year 1963, including $2.5 

S $11 - 9 miUion ca P ital gains. Con- 

tributions paid out totaled $6 million. 

I shall ask Mr. Olsher to continue. 

Mr. Olsker The J.M. Kaplan Fund, Inc., of New York City was 
organized on October 6, 1944 under the laws of the State of Del™ 
By letter of October 11, 1944, the J. M. Kaplan Fund asked the 
Commissioner of Internal Revenue, Washington, D.C., for a ruling as 

fac^S 6 ^ F ' ind . wouldbe ?hgib ] e for tax exemption based on^he 
tacts set forth m its application of October 6, 1944. The Fund’s 

reason for requesting a ruling was: 

Before the undersigned can commence functioning through 
laving contributions made to it, it is important to ascertain, 
to the extent possible, that it complies with the tax exemption 

ilo?l'nclTb;n tS °f ^ e f Ct .‘i? n .- 101 (fy > and tbe requirements for 
deductibility of contributions contained in Section 23 (o) and 
Section 23 (q) of the Internal Revenue Code. 

By letter of November 30, 1944, Mr. Norman D. Cann, Deputy 
as'foUows™ 61 ' ° f Internal Itevenuc > advised the J. M. Kaplan Fund 

* s , °P™ 011 °f fc his office, based upon the evidence 

presented, that if you are operated strictly in accordance with 
the stated purposes, you will be entitled to exemption from 
income tax under the provisions of Section 101 (6) 
t the Internal Revenue Code as an organization organized 
and operated exclusively for charitable purposes. 

™w^ rdll ? gly ’ y°u will not be required to file income tax 
returns unless you change your character or the purposes for 
SSI 1 !™® organized, engage in any activities not con- 
le^islatkm ^ y ° Ur Stated P ur Poses, or attempt to influence 

Contributions made to you will be deductible by the donors 
m arriving at their taxable net income in the manner and to 

RevSuT CoX 1 ^ by SeCfcl ° n 23 ^ and ' q) of the Internal 

Since the actual activities of an organization are a material 
factor m determining whether or not it is organized and op- 
erated m accordance with the several provisions of law re- 
erred to herein, you should, after your first complete year 
of operation, complete and file with the Commissioner of In- 
tema 1 Revenue for your District, Form 1023, in order that the 
ettect of your actual operations upon your exemption status 
may be determined. 

lolfi 16 ? aplan Fund filed an application for tax exemption on May 15, 

and ed^aBonafo 6Xei PP? on fas granted to the Fund as a charitable 
ande educational organization by Commissioner’s letter dated June 6, 
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Assets as of December 31, 1945, totaled $1,624,27 1 . Assets as of 
December 31, 1963, was valued at $14.7 million. . , • TV 

By letter of March 29, 1957, Mr. Donald E, Moysey, District Di- 
rector of Lower Manhattan advised the Kaplan Fund that his office 
had made an examination of its activities, as disclosed by its tax returns 
for the years 1947 and 1949 through 1955, and a detailed examina- 
tion of the books, minutes, correspondence and other related data oi 
the year 1953.” On the basis of the facts developed, it was the opinion 
of the District Office that a substantial basis existed for the revocation 
of the Fund’s tax exemption for the following reasons : 

(1) The J. M. Kaplan Fund, Inc., was not organized and 
operated exclusively for charitable, religious, educational or 
other exempt purposes within the meaning of section 101 (o) 
of the 1939 Code (sections 501 (c) (3) of the 1954 Code), but 
was availed by the creator for self-motivating interests. 

(2) The J. M. Kaplan Fund, Inc., from its inception had 

borrowed considerable sums of money from organizations 
owned or controlled by the creator for the purpose oi carrying 
on a trade or business, namely, that of an investment and/or 
trading enterprise, rather than those activities usually asso- 
ciated with exempt organizations. _ . 

(3) The J. M. Kaplan Fund, Inc., m violation of reckon 

3813 of the 1939 Code (corresponding to section 503 of the/1954 
Code) engaged in prohibited transactions m 1953 and 19o4 
within the meaning of the Code. . 

(4) The J. M. Kaplan Fund, Inc._, on an overall basis, was 
never intended to be, from its inception, availed of for purely 
charitable, educational or other exempt purposes, and in prac- 
tice operated as the alter ego of Mr. J. M. Kaplan. 

Accordingly, it was the considered opinion of the District Office that 
the exempt status of the J. M. Kaplan Fund, Inc., under the provisions 
of section 101 (6) of the 1939 Code and section 501 (c) (3) of the 19o4 
Code, should be revoked, retroactively and prospectively. 

Under established procedure the district Office would recommend 
to the Commissioner of Internal Revenue, Washington 25, U.G., that 

the Fund’s exemption be revoked. . ... 

If the Fund did not agree with the foregoing conclusions, it could, 

within 30 days from March 29, 1957, file a protest. 

Additional observations and conclusions of the District Office were 
as follows : 

(1) A review of the facts shows that the J. M. Kaplan 
Fund, Inc., has not been operating exclusively within the 
specified purposes of the section 501 (c) (3) of the 19o4 Code, 
but was operating in the manner of an ordinary investment 
enterprise. 

(2) It was the opinion of the District Office that an or- 
ganization is not entitled to exemption where its security 
transactions and portfolio changes are of the nature and of 
sufficient frequency to indicate that the organization is no 
being operated for the purpose of acquiring property for 
bona-fide investment purposes to be held m good faith tor 
the production of investment income. This is particularly 
true when : 

39 - 915—64 10 
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(a) The bulk of the t ransactions are short term. 

(b) A substantial part of the investment in stocks 
are purchased anticipating capital gains, rather than 
tor dividend income; and the above are coupled with: 

(c) Extensive borrowings of funds for the purpose 
of entering into, speculative transactions; thereby 

(d) Jeopardizing the carrying out of the charitable, 
educational, or other purpose or function constituting 
the basis for exemption. 

(3) The J. M. Kaplan Fund, Inc., was clearly competing 
with others in the market place, and since the business was 
speculative the whole of the principal and profits could be 
wiped out. An organization, such as this one, which over 
the years engages in trade, business, or speculation, clearly 
does not come within the terms of the statute granting ex- 
emption from Federal income taxes. 

(4) In 1953 the Fund showed a capital gain of $102,184.83. 
llio gam was primarily attributable to the sale of 113,901 
snares of Pittsburgh Steel Co., which was acquired in 1951 

corporations controlled by the creator of the Fund. 

A™ J had invested in securities as at December 31, 

19ul $2,600,258.71, of which amount $1,773,070.26 or approxi- 
mately 70% of the portfolio was invested in Pittsburgh Steel. 

I he cashbook of the Fund for the month of April, 1953 
disclosed that $26,149.39 was paid to various attorneys for the 
purpose of conducting an investigation of the affairs of Pitts- 
burgh bl eel, because it was stated that the management of said 
company had been mismanaging its affairs to the detriment 
or the stockholders. 

It was clearly evident, that the investment in Pittsburgh 
oteel was made primarily for purposes of capital appreci- 
ation rather than for investment in income-pro vidino- prop- 
erty to be used for purposes specified in the exempting 
statures. 

J®) As , at January 1, 1955 the Fund had invested $2,917,- 

\ !d 1 1 A til- — K , — o -f -in,'-'-' -r-i , i i • 7 


433.05. 


Jr T)e cember .31? 1955 the Fund had invested 


$y,o3i, 553.96, showing an increase m investments of $6,714,- 
120,91. 

The increase in the portfolio was primarily attributable to 
ec use borrowed funds amounting to 

$6, 3, j 7, 034.11, and to a lesser extent to capital gains and cash 
reserves. 

Forty-five securities were sold within one year of acquisi- 
tion. Of this amount thirty-one were acquired in 1955. Fif- 
teen were sold within one month or less from the date of 
acquisition. Of the balance of securities acquired in 1955, 
sixteen were sold within six months of acquisition. In one 
case, involving the purchase and sale of 3,900 shares A. G. 
tepaJdmg Brothers stock (purchased April 29, 1955 for $75 - 
019.22 and sold April 14, 1955 for $86,2^4.29) ,’the Fund con- 
summated a short sale for a gain of $11,255.07. 

Mr. Roosevelt. I think there is a little correction there. You said 
the stock was purchased at $75, 019.22 
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Mr. Olsiier. It was a short sale. 

Mr. Roosevelt. I take it, it should be noted that that was a short 
sale. . . 

The Chairman. The reporter is getting this, so that will cover it. 

Mr. Olsiier (continuing). — 

(6) In 1953, the Kaplan Fund advanced $400,000 to the 
Etched Products Corporation. The advances were secured by 
a second mortgage on realty and a chattel mortgage upon all 
the machinery, equipment, furniture and fixtures of Etched 
Products Corporation, together with any replacements, im- 
provements, and subsequent acquisitions. 

. Title to the stock of Etched Products Corporation, at the 

time the advances were made, was in Estate of Alfred Nieren- 
berg, Theodore D. Nierenberg (nephew of J.M. Kaplan), 

Felice T. Schwartz (niece of J. M. Kaplan) , and others. In 
fact, the real incidents of ownership (directly or indirectly, 
as set forth in correspondence submitted to the examining 
officer) were in these persons plus Rose Nierenberg (sister of 
J. M. Kaplan) who had a one-third interest in the Estate of 
Alfred Nierenberg. 

After the death of Alfred Nierenberg, his son, Theodore 
Nierenberg, took over the active management of Etched 
Products. At the time the advance of $400,000 was made 
Etched Products had considerable liabilities. 

In order to “bail out” the indebtedness of Etched Products 
Mr. Kaplan caused the Fund to advance monies to _ Etched 
Products Corporation to repay the loans and to relieve the 
company of financial pressures. As aforestated these monies 
were secured by a consolidated second mortgage on real estate 
and chattel mortgages on the equipment. Mr. Kaplan also 
personally guaranteed the obligation of Etched Products to 
the Fund. 

No interest was paid by Etched Products Corporation on its 
indebtedness for the period beginning December 17, 1953 
and ending February 23, 1954. 

On February 23, 1954 an agreement was entered into be- 
tween the Electro- Chemical Engraving Company and Theo- 
j dore Nierenberg, individually and as executor of the Estate 

. of Albert Nierenberg, and Felice T. Schwartz, whereby Elec- 

>r tro-Chemical Engraving Company purchased their interest in 

Etched Products Corporation. The price agreed upon was 
$800,000, $317,330.94 of which was paid to the Estate on 
transfer of the indebtdness and the balance to the stock- 
holders (including shares held by the Estate). The debt of 
$317,330.94 became owing to Electro-Chemical Engraving 
Company. There were also other considerations. 

The initial transaction in December of 1953 (the loan of 
$400,000 to Etched Products Corporation) was questionable 
because of the financial condition of Etched Products, the 
relationship of the parties, the failure to pay interest on the 
loan, the proviso for waiver of interest, and the nature of the 
security behind the loan. The interests of the Kaplan Fund 
were further diminished by virtue of the agreement of Feb- 
ruary 23, 1954, 
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It would appear that the entire Etched Products Corpora- 
tion transaction was an integral part of Mr. Kaplan’s effort 
to provide for his sister’s and nephew’s and Niece’s welfare 
when he became apprised of the financial condition of Etched 
Products Corporation. 

On the basis of the facts surrounding the advances of 
$100,000 made by the Fund to Etched Products Corporation, 
it was the opinion of the District Office that the transaction 
constituted a “prohibited transaction” within the meaning of 
section 3813 (b) (1) of the Code which states in part as fol- 
lows: 

For the purposes of this section, the term prohibited transaction 
means any transaction in which an organization subject to the 
provisions of this section — (1) Lends any part of its income or 
corpus, without the receipt of adequate security and a reasonable 
rate of interest, to ... a member of the family (as defined in sec- 
tion 24(b)(2)(D) of an individual who is the creator of — or who 
has made a substantial contribution to such organization . . . 

fThe family of an individual shall include only his brothers and 
sisters, (whether by the whole or half-blood), spouse, ancestors, 
and lineal descendants. 

Rose Nierenberg was a sister of J. M. Kaplan. 

The provisions of section 3813 were violated by reason of 
the lending of monies to the Etched Products Corporation 
which was financially foundering and by the taking of secu- 
rity (chattel and real mortgages) of questionable value. 

This was further evidenced by the agreement of February 23, 

1954, wherein the security was released and the $400,000 in- 
debtedness became subordinated to the trade and bank cred- 
itors of the borrowing corporation, Etched Products Corpo- 
ration. 

Here is a chronological account of the IKS — ,J. M. Kaplan Fund 
tax matter subsequent to March 29, 1957 : 

• By letter of April 25, 1957 — The Kaplan Fund requested a sixty 
day extension, until June 29, 1957, for the filing of a protest. The 
reason given for requesting the extension was that Mr. J. M. Kaplan 
was out of the country and would not return until April 29, 1957. 

• By letter of April 25, 1957 — Mr. Donald K. Moysey, District Di- 
rector of the Lower Manhattan District, granted an extension until 
June 29, 1957. 

• By letter of June 20, 1957 — The Kaplan Fund requested an addi- 
tional extension of thirty days, until July 29, 1957. The reason given 
for requesting this extension was that Mr. J. M. Kaplan “returned to 
New York toward the end of April and then left again about the 
middle of May, to be gone until the middle of July.” 

• By letter of June 24, 1957 — Mr. Raphael Meisels, District Direc- 
tor of the Lower Manhattan District, granted an extension to July 29, 

1957. 

• By letter of J uly 26, 1957 — The Kaplan Fund’s attorney requested 
a final extension of ten days, until August 8, 1957. The written request 
was made “in accordance with Mr. Alexander’s suggestion to confirm 
today’s telephone conversation” respecting a final extension. The let- 
ter does not give the reasons for requesting this extension. 
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® By letter of July 81, 1957 — Mr. Raphael Meisels, District Director 
of the Lower Manhattan District, granted an extension to August 8, 

1957. ’ 

• By letter of August 7, 1957- — The Kaplan Fund’s attorney filed a 
protest with Mr. Raphael Meisels, District Director of the Lower 
Manhattan District. 

• By letter of January 7, 1958— Mr. Raphael Meisels, District Di- 
rector of the Lower Manhattan District, advised the Kaplan Fund that 
his office had given careful consideration to the Fund’s brief and had 
made “a thorough review of the issues involved”. Thus, after careful 
consideration, the District Office agreed with the March 29, 1957 rec- 
ommendations of Mr. Donald R. Moysey, which would revoke the 
Fund’s tax exemption “retroactively and prospectively,” and hence 
“the case file has been forwarded to the Commissioner of Internal 
Revenue, Washington 25, D.C., for final disposition.” 

® A letter from the Kaplan Fund’s attorney to the Commissioner of 
Internal Revenue, Washington, D.C., dated November 20, 1958, refers 
to a conference held on July 8, 1958, at which time additional informa- 
tion was requested by the IRS. 

© By letter of October 9, 1958 — The Kaplan Fund’s attorney con- 
firmed the “oral arrangement extending until November 17, 1958, the 
time for furnishing the additional information” requested by the IRS 
in the conference of July 8, 1958. 

® By letter of November 20, 1958 — The Kaplan Fund’s attorney sub- 
mitted to the IRS the additional information requested at the confer- 
ence of July 8, 1958. The Fund also requested a further conference. 

• By letter of April 24, 1959 — Mr. Raphael Meisels, District Di- 
rector of the Lower Manhattan District, requested that the Kaplan 
Fund execute and return within five days a consent Form 872, ex- 
tending tho statutory period of limitation upon assessment of tax for 
the years 1954 and 1955. 

• By letter of May 1, 1959 — Tho Kaplan Fund’s attorney forwarded 
to the District Director of Lower Manhattan waivers on Form 872, ex- 
tending the statute of limitations to June 30, 1960 for the years 1954 
and 1955. 

® By letter of March 24, 1960 — Mr. Kenneth W. Moe, District Di- 
rector of the Lower Manhattan District, overrode Mr. Moysey’s recom- 
mendations of March 29, 1957, and advised the Kaplan Fund that its 
tax returns for the. years 1952 through 1956 “will be accepted as filed.” 

Hence the Fund “was exempt form Federal income taxes for such 
years.” 

• By letter of June 6, 1961— The Kaplan Fund’s attorney advised 
the District Director of Lower Manhattan that “in accordance with 
prior discussion” it was enclosing additional memoranda respecting 
the Fund’s tax returns for the years 1957 through 1960. Such mem- 
oranda covered accounts with Jemkap, Inc., J. M. Kaplan and Trust 
for J. M. Kaplan children, Baldwin Securities Corp., Publicker In- 
dustries, Inc., Elkay Investments, letter dated May 16, 1961 from 
Berlack, Israels, & Liberman, re fees paid to it by the Fund, and in- 
vestments in Endicott Johnson Corp. 

• * ? y , le ^ er of Au gust 31, 1961— The Kaplan Fund’s attornev ad- 
vised the District Director of Lower Manhattan that “in accordance 
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with prior discussion” he was enclosing a memorandum respecting its 
investment in stock of Endicott Johnson Corp. The attorney re- 
quested an “opportunity to be heard in Washington in connection with 
cosideration of this matter before any conclusions are reached, and 
stated that powers of attorney would be forwarded within a few days. 

• By letter of September C, 1961— The Kaplan Fund’s attorney 
forwarded to the District Director of Lower Manhattan copies ot 
power of attorney respecting the Fund’s tax returns for the years 1957 

through 1960. , - , 

• By letter of April 12, 1962— The Kaplan Fund’s attorney advised 
the District Director of Lower Manhattan that “in accordance with 
our telephone conversation” he was enclosing Memorandum Supple 
mental to Protest” filed with the Commissioner of Internal Revenue 

on November 20, 1958. , , 

• By letter of April 24, 1962— The Kaplan Fund’s attorney for- 

warded to the District Director of Lower Manhattan consent Form 
872, extending to June 30, 1963 the period of limitations for assess- 
ment of the Fund for the year 1958. „ , , . , 

• By letter of July 26, 1962— The Kaplan Fund’s attorney advised 
Mr. Harold Brodsky (Conference Coordinator Staff, Office of the 
District Director of Lower Manhattan) , that “in accordance with our 
conversation” he was enclosing another memorandum, respecting the 
Fund’s tax returns for the years 1957 through 1960, and requested that 
a copy of his “letter and said memorandum be forwarded to the ap- 
propriate branch of the National Office,” to be associated with the 
Fund’s file. The Attorney also reiterated his “request for a hearing 
in the National Office before any conclusions are reached.” 

• By letters of January 22, 1964 and July 28, 1964 — The Kaplan 
Fund’s attorney advised Rep. Wright Patman that there have been no 
conferences or hearings with the Internal Revenue Service since July 
26, 1962 with respect to the matters referred to in the IRS July 26, 

1962 memorandum or any other matters of the J. M. Kaplan Fund, 

Inc. Nor have any taxes been assessed by the IRS. 

• By letter of February 19, 1964— The Fund’s attorney forwarded 
to the IRS Forms 872, extending the statute of limitations to June 30, 

1965 for taxable years 1958 through 1960. 

J. M. KAPLAN- -.T. M. KAFDAN FUND, FAMILIAR FIGURES IN THE 
SO-CALLED “TAKE-OVER” BUSINESS 

Mr. J. M. Kaplan, founder of the J. M. Kaplan Fund, Inc., follows 
a familiar pattern for gaining control of companies. Mr. Kaplan, 
formerly President of Welch Grape Juice Company and of South- 
western Sugar and Molasses Company, and once in control of Hearn s 
Department Stores and other companies, is well known in the so- 
called “take-over” business. He has waged a number of battles m 
this field. In some of these contests, he has made use of charitable 
funds set up and dominated by him. Such funds, of course, enjoy 
the advantage of tax exemption. 

Since 1945, Mr. Kaplan has been in and out of the following com- 
panies: Welch Grape Juice Company, Southwestern Sugar and 
Molasses Company, Pittsburgh Steel Company, Sharon Steel Com- 
pany, Endicott Johnson Corporation, and Minnesota & Ontario Paper 
Company. 
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In addition, Mr. Kaplan and the funds of which he is a trustee or 
officer, hold 19 percent of the voting stock of Lee National Corporation 
and 31 percent of the voting stock of Illinois Brick Company. 

In the 20 years since he won control of Welch Grape Juice Company 
in a proxy contest, Mr. Kaplan’s pattern of seeking control of com- 
panies has been pretty much the same in every situation : 

accumulation of stock in the company, usually through 
purchases by himself and the tax-exempt foundations he has 
set up and serves as trustee ; 
notification to the company of his holdings ; 
a request for membership on the board of directors, or for 
adoption of policies he favors ; 

disposition of his holdings, frequently, at a handsome 
profit — much of it tax-exempt. 

This course of conduct has brought him editorial condemnation 
by newspapers and by such nationally -known financial commentators 
as Leslie Gould, financial editor of The New York Journal American 
and J. A. Livingston, financial editor of The Philadelphia Evening 
Bulletin, for his use of tax-exempt foundations. 

After organizing or heading a number of molasses companies from 
1920 to 1925, Mr. Kaplan became president of J. M. Kaplan & Broth- 
ers, Inc., in 1926 and has been president of Kaplan Holding Company 
and various successors since 1930. Pie was president and chairman of 
Hearn Department Stores, Inc. 1932-1936; American Dry Ice Cor- 
poration, 1933-34; Molasses Products Corporation 1934; president of 
National Grape Corporation 1934-1945. 

^ Upon winning his proxy fight for control of Welch Grape Juice 
Company, Mr. Kaplan served as President and Director from 1945 to 
1956. On August 25, 1955, the Navajo Corporation (100 percent 
owned by the Kaplan Fund) sold to the Fund 244,681 shares of capi- 
tal stock of Old Welch Company, or 61 percent of the outstanding 
shams, for $5,138,483.00. At present, we have no information as to 
how the Navajo Corporation acquired the' shares. On December 10 
1956, the Fund disposed of the 244,681 shares for $15,781,924.50 show- 
ing a gain of $10,643,441.50. ^ 

Mr. Kaplan was President of Southwestern Sugar and Molasses 
Company from June, 1959 to March 1963. 

According to Poor’s Directory of Directors for 1964, Mr. J. M. Kap- 
lan had the following business affiliations : 

President & Director, Nivell Corporation 
President & Director, Jernkap, Inc. 

President & Director, Southwestern Sugar & Molasses Co. 

President & Director, Ronier Corporation 

. A case-by-case study shows the pattern of Mr. Kaplan’s business ac- 
tivities since 1945. 

CASE NO. 1— LEE NATIONAL CORPORATION (FORMERLY LEE RUBBER & TIRE 

COMPANY) 

As of March, 1964, foundations and funds, of which Mr. J. M. Kap- 
lan was an officer, held 149,000 of the 785,000 shares of Lee National 
Corporation outstanding stock, or about 19 percent. 
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The J. M. Kaplan Fund, Inc., of which Mr. Kaplan is president, 
Treasurer, and a Director, owned 77,000 shares, or 9.78 percent. 

Jemkapj Inc., of which Mr. Kaplan is President, owned 26,500 
shares. 

Faigel Leah Foundation, Inc., of which Mr. Kaplan is President, 
owned 5,000 shares. 

Mr. J. M. Kaplan, as Trustee, owned 37,500 shares. 

Nemitco, Inc., owned 3,100 shares. 

At Lee’s annual meeting February 20, 1964, it was stated that Mr. 
Kaplan had sought membership on the board of directors on the basis 
of the stockholdings described above. When the management slate of 
directors was nominated, representatives of Mr. Kaplan placed in 
nomination six opposition candidates. The Wall Street Journal of 
February 21, 1964, reported that the group headed by J. M. Kaplan 
arrived at the meeting with 128,410 shares of Lee’s outstanding shares. 

The stockholders, rebuffed him and his minority group in their at- 
tempt to place six members on the nine-man board of directors. 

CASE NO. 2 ILLINOIS BRICK COMPANY 

As of April 15, 1963, Mr. J. M. Kaplan had acquired a 10-percent 
stock interest in the Illinois Brick Company. 

At January 22, 1964, Mr. Kaplan owned or controlled 63,391 shares 
of the 204,665 outstanding shares, or 31 percent of the company’s 
stock. 

The proxy statement of the Illinois Brick Company for the annual 
shareholders meeting of April 20 ; 1964, indicates that the shares con- 
trolled by Mr. Kaplan includes indirect ownership of 44,691 shares 
owned by Jemkap, Inc.; 8,800 shares in a family trust, of which Mr. 
Kaplan is Trustee, but in which he has no beneficial interest; 9,900 
shares owned by a charitable corporation , of which Mr. Kaplan is 
a Trustee, but in which he has no beneficial interest. 

Mr. Kaplan was elected a Director of the Company. 

CASE NO. 3 MINNESOTA & ONTARIO PAPER COMPANY 

Mr. J. M. Kaplan reportedly accumulated approximately 134,000 
shares of the stock of Minnesota & Ontario Paper Company over a 
period of time beginning 1956. Total shares outstanding were 2,573,- 
448 shares. 

Mr. Kaplan reportedly advocated a policy line rejected by the man- 
agement, and could not reach a position where he could ask for mem- 
bership on the Board of Directors. 

CASES NOS. 4 AND 5 PITTSBURGH STEEL COMPANY AND SHARON STEEL 

COMPANY 

As reported by Leslie Gould, Financial Editor of the New York 
Journal American, January 6, 1961 : 

In his bid to become a steel tycoon, Kaplan first bought into Pittsburgh 
Steel Co., which, like Endicott Johnson, is largely a family run affair. 

The company then was dominated by J. H. Hillman, Jr., and his family. 


Approved For Release 2004/04/08 : CIA-RDP67B00446R000300020094-4 



Approved For Release 2004/04/08 : CIA-RDP67BQ0446RQQP300020094-4 

TAX-EXEMPT FOUNDATIONS : IMPACT ON SMATjL JUSTNESS AW 
Kaplan, as in Endicott Johnson, demanded and got a place on the 

^'Y^'u^^^happene^^hat^another^IKllman^enterprise— Pennsylvania 

2T | r&.»rgh Kaplan “PonsM" tie Jell. At tie »« «n,a- 
Sharon bought Pittsburgh 'Steel’s holdings in National Supply. 

Kaplan demanded a place on the Sharon board, but • 

were a chai Jman and presTdentand who with their families had 20 percent 

0 ^< h nnlan ar neTCr°g 1 ot any further in his move to gain control, so an 
arrangement was made for him to sell his holdings at virtually the price 
he had paid. This was done through a secondary distribution. 

The Kuril an Fund held 102,458 shares and 110,902 shares of Pitts- 
} JX Si as of December 81, 1951 and December 81, 1952 respec- 
r- U T n+ n nnst nf SI '771 070 26. In 1953 (date unknown) , the Fund 
sold "113,901 shares of Pittsburgh Steel for $2,163,380.24, showing a 

^DurinfthfpSd that the Kapl^FuT.dlH^dShamn M C^pm 
ration stock, the Fund apparently did quite' will. 61,6 00 sham M>± 
such stock were purchased on December 18, 1950-Octobei it, tdOi, at a 
cost of $2,303,705.05 and were sold in late 1951 (date unknown) fo 
$2,527,780.99, showing a gain of $224,075.94. 

CASE NO. 0— ENDICOTT JOHNSON CORPORATION 

In the attempt of Glen Alden to take over the Endicott Johnson 
Corporation, in 1961, two tax-exempt funds were involved, the J. M. 
Kaplan Fund, Inc., and the Albert A. List Foundation. Mr. Albert 
A. List was president of Glen Alden. Major holdings o _ n .^ _ 
Johnson, held by the Kaplan Fund, were swapped for Glen Alden 

Sh At that time there were cryptic comments in 

Lt.ive circles oil the ethics of using assets of tax exempt funds in a 
battle for the control of a business when the sole reason for granting 

ta Comn^nting on’ tho^'ndicott Johnson case, J. A. Livingston, Fi- 
nancial Editor of The Evening Bulletin, Philadelphia, wrote on 
January 17, 1961: 

Regardless of intent, the episode reveals in full nakedness bow chari- 
table foundations can be misused. A pS “ 

TSSSS Cfdation by year, part. 

The foundation’s sponsor may be able to use the ’ assets t y »tro 
of companies. In so doing, he becomes an indirect benefiuary ot t 
teusHbrough the power it confers on him He can : 
president of a corporation so acquired. He can business 

relatives and business associates. He can favor friends wit 
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j> I} 16 deal in the Endicott Johnson case was the swap of CO 000 shares 
of Endicott Johnson for shares of Glen Alden. Of this block 54 000 
sliares were held by the Kaplan Fund, for which it received 126 000 

S£liXtS St9 6 ’ 000 *“ ° f ™ 2 by 

The swap was not announced publicly until well after Endicott 
Johnson shares started to move on the Stock Exchange 
Commenting on tins, and related matters, in the New York Journal 
American, January 5, 1961, Leslie Gould, Financial Editor noted that 
he deal (between Messrs. Kaplan and List), 
after negotiations of a week or ten days. He added : 

stockholders .'moffTrof Alde ?. ™ ailed to Endicott Johnson 

the stock December an mb si hare ’ whlch was above the close for 

.... SSpSS& ■» 

J.toS"S“l,£a“ e ii?S C Bn£,V'S IW , Glen AW “ 118 

did. H st - Endicott Johnson’s president says Kaplan 

m'the^hir Johnson sup - 

Slic’s ’mp U n'n . ents^af to ^dlselosnre news ” re( I ulrem ents and the 

m FnZott T’b he ” Ct Cal1 for somlelplain/nf ^ threatens - the 
previous daj “S foTsh^rls ******* from the 

S nert d^heTntli^T *° < 1 ' 6 °° “ d theS^^SrS to £ 

wlth the day ’ s $275 «- 

£« Sr yaras 

closed at $31. day— the 4th— the stock touched $31.12% and 

ft.Si„ m thefir,t°bhTSf En t ? cot ‘ Johnson **"• for * charitable 

■ a tne nr . st Place, when these shares were far from tmvino- n tnn 

ra™tment r «tm ff also came in for pungent commmfo 8 P 

Mr. Livingston s column of January 17, 1961, observed : 

Therefore, f T as a dying “ c ™ y ”- 

it That eb t g T Glen Alden’s management to revive 

i toSis ^foi„4rcSx;iV‘,,E?t“ “ a ^ r • <***« s 

requires a managerial pMmotor’ Isn’t that C f °“ pany wbich , he thinks 
which a trustee ought to avoicD h taklng a speeu,atlve riak 

assets°are beS' useef information ^ aSUry d< \ not easily disclose *ow 

Mr. Kaplan was openly accused by Francis A Johnson Endientt 

'with S cn ,fiT K u 7 A n a l et t er to stockholders, of providing Glm A den 
with confidential hoard information over an extended period of 

to get 1 a cqiminted 0 with the manes of ^tocMicJders! 11 ^ ^ 
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Messrs. Kaplan and List were also accused of entering into a con- 
spiracy to gain control of Endicott Johnson. They denied this charge 
but on January 13, 1961, Justice Joseph Molinari, of the State Su- 
preme Court, liirighfimpton, New York, issued an order restraining 
Glen Alden and List from acquiring additional Endicott Johnson 
shares. 

VIOLATIONS OF TREASURY REGULATIONS 

The Kaplan Fund does not issue an independent auditor’s financial 
statement. In Chairman Patman’s report to the Subcommittee ( Octo- 
ber 16, 1963, page 9), there is reference to the fact that the IKS per- 
formed an audit of the Kaplan Fund in 1957. Yet later, when the 
Fund filed its tax returns for the years 1957 and 1960, it failed to file 
the required schedules disclosing its ownership of 10% or more stock 
of a corporation. Nor did the Fund file such information for the 
earlier years 1954 through 1956. (Also, see First Installment of 
Chairman Patman’s report to the subcommittee, dated December 31, 

1962, pages 42 and 81, for other references to the Kaplan Fund.) 

The Chairman. Would you agree that Mr. Kaplan has used the 
Fund to accumulate substantial stock ownership in certain com- 
panies ? 

Mr. Harding. It would appear that the ownership has increased 
materially, Mr. Chairman. 

The Chairman. Would you agree that there was substantial bor- 
rowing between Mr. Kaplan and his Fund ? 

Mr. Harding. It would also appear that there was, yes, sir. 

The Chairman. Since these loans bore no interest, had no collateral 
and maturity on the death of Mr. Kaplan, would you say that these 
were prudent loans for the Fund ? 

Mr. Harding. A loan without security I would not consider to be 
prudent. 

The Chairman. Has the IRS examined the movement of funds 
between Mr. Kaplan and the Fund to determine whether such activi- 
ties were engaged in for the purpose of obtaining certain tax ad- 
vantages for Mr. Kaplan ? 

Mr. Harding. The Internal Revenue Service is currently in such 
an investigation, Mr. Chairman. 

(See page 203 and Exhibit 12, page 312 for subsequent response of 
IRS, under dates of October 12, 1964, and December 3, 1964.) 

The Chairman. Have you received any of your files on this ? 

Mr. Harding. No, sir, I have not. 

The Chairman. Would you agree that Mr. Kaplan has engaged in 
self-dealing with his Fund ? 

Mr. Harding. Mr. Chairman, as a matter of general policy 

The Chairman. That is under investigation now ? 

Mr. Harding. Yes, sir, it is under investigation. I would really 
rather not comment on those prejudicial matters as long as we have an 
investigation pending. 

The Chairman. Well, aside from your present investigation but 
based upon the District Director’s recommendations, would you agree ? 

Mr. Harding. There was an earlier recommendation by the Dis- 
trict Director, yes, sir, that went in that direction. 

(See page 203 and Exhibit 12, page 312 for subsequent response of 
IRS, under dates of October 12, 1964, and December 3, 1964.) 


Approved For Release 2004/04/08 : CIA-RDP67B00446R000300020094-4 



Approved For Release 2004/04/08 : CIA-RDP67B00446R000300020094-4 

152 TAX-EXEMPT FOUNDATIONS : IMPACT ON SMALL BUSINESS 

The Chairman. What were the reasons for the substantial bor- 
rowing that took place between the Fund and Mr. Kaplan or the 
companies controlled by him ? 

Mr. Harding. Mr. Chairman, I think that question is involved in 
our current investigation. 

(See page 203 and Exhibit 12, page 312 for subsequent response of 
IRS, under dates of October 12, 1904, and December 3, 1964.) 

The Chairman. Would you agree that the Fund has made specu- 
lative investments in companies operating at losses, paying little 
or no dividends, and whose stocks have poor marketability ? 

Mr. Harding. Again, Mr. Chairman, that question is involved. 

( See page 203 and Exhibit 12, page 312 for subsequent response of 
IRS, under dates of October 12, 1964, and December 3, 1964.) 

The Chairman. Mr. Roosevelt? 

Mr. Roosevelt. I shall wait until you get to it. 

The Chairman. Would you say that the investments made by 
the Fund are typical of those which a trustee of a charitable founda- 
tion usually makes in order to preserve the principal and to secure 
reliable income ? 

Mr. Harding. The same answer would apply, Mr. Chairman. 

( See page 203 and Exhibit 12, page 312 for subsequent response of 
IRS, under dates of October 12, 1964, and December 3, 1964.) 

The Chairman. If these speculative investments cannot be con- 
sidered as desirable for a charitable foundation, would you agree that 
the size of such investments by the Fund indicates that the basic 
intention may have been not one of investment but rather an attempt 
to create business opportunities for Mr. Kaplan through the utiliza- 
tion of the Fund’s assets? For example, the. Lee National Corpora- 
tion has a very thin market and has not. paid dividends since early 
1962. The Illinois Brick Company is listed only on the Midwest Stock 
Exchange and has a small amount of trading. 

Mr. Harding. This question also goes to the exempt status of the 
Foundation and should not be commented upon, Mr. Chairman. 

(See page 203 and Exhibit 12, page 312 for subsequent response, of 
IRS, under dates of October 12, 1964, and December 3, 1964.) 

The Chairman. In your view, what is the justification for a foun- 
dation making this type of investment? Do you see any justification 
for it ? 

Mr. Harding. The same answer, Mr. Chairman. 

(See page 203 and Exhibit 12, page 312 for subsequent response of 
IRS, under dates of October 12, 1964, and December 3, 1964.) 

The Chairman. Would you agree that the Fund’s business activi- 
ties may have operated to the detriment of its primary purpose? 

Mr. Harding. The same answer, Mr. Chairman. 

(See page 203 and Exhibit 12, page 312 for subsequent response of 
IRS, under dates of October 12, 1964, and December 3, 1964.) 

The Chairman. Now t , we know that, by letter of March 29, 1957, 

Mr. Donald R. Moysey, District Director of Lower Manhattan, recom- 
mended that the Fund’s tax exemption be revoked retroactively. We 
also note that, by letter of January 7, 1958, Mr. Raphael Meisels, 
successor to Mr. Moysey, upheld the latter’s recommendation that 
the Fund’s tax exemption be revoked “retroactively and progres- 
sively.” 
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Then, by letter of March 24, 1960, Mr. Kenneth W. Moe, District 
Director of the Lower Manhattan District and successor to Mr. 
Meisels, overrode the recommendations of the two previous District 
Directors, and advised the Kaplan Fund that its tax returns for the 
years 1952 through 1956 “will be accepted as filed,” and that the Fund 

“was exempt from Federal income taxes for such years.” 

Mr. Moo’s letter of March 24, 1960 to the Kaplan Fund gives no 
indication of why the Fund’s tax returns were accepted as filed for 
the years 1952 through 1956. Please tell us why the IRb decided that 
the Fund “was exempt from Federal income taxes for such years?” 

Mr. Harding. Mr. Chairman, since that information is involved in 
the file and I do not have it available, could I supply the answer to 
that question for the record, sir ? 

The Chairman. That will be all right, sir. If you get the file before 
we finish, bring it up, please. 

(The information submitted by the IRS under date of October 2, 

1964, appears on page 196. Also see Exhibits 12 through 25, pages 
312-342.) 

Mr. Harding. If it is feasible, yes, sir. 

Mr. Roosevelt. Would the Washington office of IRS, Mr. Harding, 
normally make a review of any such change from previous determina- 
tions by a previous District Director ? 

Mr. Harding. The National Office does review and takes final action 
on proposed revocations of tax exemption. This is apparently what 
occurred in this case, there was a National Office review. 

Mr. Roosevelt. Was there any significance to the fact that there 
were three different District Directors of Lower Manhattan during a 
very short period of time ? 

Mr. Harding. Only that we have a rather high turn-over in Man- 
hattan, Mr. Roosevelt. 

Mr. Roosevelt. A high turn over in Manhattan ? 

Mr. Harding. Of executive personnel. 

You mean significant in the fact that we had so many personnel in 
that period of time ? 

Mr. Roosevelt. Yes, sir. 

Mr. Harding. Nothing other than the fact that one of those gentle- 
men, I know, is dead. There is no connection with this case that I am 
at all aware of . , 

Mr. Roosevelt. Is it worth looking into that two previous directors 
came to the same decision while the third one a few years later made an 
entirely different decision? Is the reason for this worth looking into 

carefully ? . 

Mr. Harding. In this particular case, I do not believe it appears m 
the chronology the Chairman has submitted, but in the case of Mr. 

Moe’s recommendation, I believe this indicates a concurrence by the 
National Office and was not merely his independent judgment on the 
case. 1 


1 Mr Donald R. Moysey was Acting Director of the Lower Manhattan District office 
from August 8, 1955 through February '6. 1956, and was Director from February 7, 1956 
through April 30, 1957. Mr. Raphael Meisels was Director of the Lower Manhattan 
District office from May 1, 1957 through December 31, 1959. . , . 

On January 1, 1960, the Lower and Upper Manhattan District offices were consolidated. 
Mr Kenneth W. Moe was Director of the consolidated Manhattan District office from 
January 1, 1960 through December 9, 1961. (IRS letter, October 12, 1964.) 
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Mr. Eoosew.lt. The reasons for this you are going to supply to the 
Committee ? 

Mr. Harding. We are going to attempt to supply the reason for the 
change in the revocation position which we took earlier and the ap- 
proval position which we took subsequently, yes, sir. 

Mr. Roosevelt. Why are you just going to attempt to? Why can 
you not do it ? 

Mr. Harding. The only reservation I have, Mr. Chairman, is, as I 
pointed out, the case is under investigation. We would not want to 
make it of public record if this would prejudice the investigation. 

Mr. Eoosewlt. But eventually, it will be available to the Subcom- 
mittee, assuming that some time you finish the investigation ? 

Mr. Harding. Yes, we shall make it available. My only problem 
here is the public record with a case which is under active investiga- 
tion by the IRS. 

(The information submitted by the IRS, under date of October 2, 

1964, appears on page 196. Also, see Exhibit 12 through 25, pages 
312-342.) 

The Chairman. In 1962 or subsequent to that date, has the IRS re- 
ceived any information from a former employee of Mr. J. M. Kaplan 
regarding the operations of the J. M. Kaplan Fund ? 

Mr. Harding. Pardon me, Mr. Chairman, would you repeat the 
question ? 

The Chairman. Yes, sir. In 1962 or subsequent to that date, has 
the IRS received any information from a former employee of Mr. 

J. M. Kaplan regarding the operations of the J. M. Kaplan Fund? 

Mr. Harding. Mr. Chairman. Could we go off the record for this 
response? 

The Chairman. Yes, off the record. 

Mr. Eoosewlt. Mr. Chairman, I think it would be fair to say that, 
although it may be off the record, it is public information. The press 
is here, so depending on your desire, let us say it is off the public record. 

Mr. Harding. Could I come to your bench, sir, and give the answer 
to that question privately ? 

The Chairman. Suppose you come up here, Mr. Harding. 

(Off record discussion.) 

The Chairman. The following items are herewith being inserted in 
the record as Exhibits : 

(a) Schedules of loans receivable and payable of the Kap- 
lan Fund during the years 1951 through 1962. (See Ex- 
hibits 13 and 14, pages 313-317.) 

(b) Correspondence between the Kaplan Fund and the 
IRS, as submitted to us by the Fund. (See Exhibits 15 
through 18, pages 318-332.) 

(c) Three letters of the Kaplan Fund to Rep. Wright Pat- 
man. ( See Exhibits 19 through 21, pages 333-335.) 

(d) Newspaper clippings of New York Journal Ameri- 
can dated January 5-6, 1961, and Philadelphia Bulletin of 
January 17, 1961. (See Exhibits 22 through 24, pages 336- 
341.) 

The Chairman. Mr. Harding, the House will have a signal bell in 
j ust a minute. Could you be with us this afternoon ? 

Mr. Harding. Yes, indeed, Mr. Chairman. 
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The Chairman. I have talked to Mr. Harvey and he can be here 
at two o’clock. I can bo here at the same time, and Mr. Roosevelt can 
be here soon thereafter. We would like to meet for a while this after- 
noon, and, if you gentlemen can be back here, we will have some 
further questions. 

Mr. Harding. Surely, Mr. Chairman. 

The Chairman. The committee will stand in recess until 2 o’clock. 

(Whereupon, at 11:45 a.m., the Subcommittee recessed, until 2 
p.m.) 

afternoon session 

The Chairman. The committee will come to order. 

The other members asked me to start until they get here. 

TESTIMONY OF BERTRAND M. HARDING-, ACTING COMMISSIONER, 

INTERNAL REVENUE SERVICE, ACCOMPANIED BY MITCHELL 

R0G0VIN, ASSISTANT TO THE COMMISSIONER; SHELDON S. 

COHEN, CHIEF COUNSEL; AND ARTHUR B. WHITE, SPECIAL AS- 
SISTANT TO CHIEF COUNSEL, INTERNAL REVENUE SERVICE — 

Resumed 

The Chairman. This morning you stated, Mr. Harding, that the 
Kaplan Fund was presently under investigation by the IRS. Is this 
a new investigation or is it a revival of a dormant investigation ? 

Mr. Harding. This is really a continuation, I guess, you might say, 

Mr. Chairman, of the investigation that has been under way for some 
time. 

The C hairma n. You mean several years or several months? 

Mr. Harding. Yes, sir. 

The Chairman. According to the record which we presented this 
morning, the National Office of the IRS has been involved in the J. M. 
Kaplan Fund matter since January 1958. Our records also indicate 
that there were conferences held at the Washington National Office of 
the IRS during 1958. Yet, you said this morning that the Fund’s file 
is not here in Washington. How do you explain this? 

Mr. Harding. The file, sir, is back in New York in connection with 
the current investigation. 

The Chairman. That is where the investigation will have to be 
made, in New York ? 

Mr. Harding. Yes, sir. 

The C hairm an. The National Office though will be the one who will 
finally pass on it, but you won’t pass on it until the District Office 
passes on it? 

Mr. Harding. Until the recommendation comes to the National 
Office. 

The Chairman. The Kaplan Fund attorney has advised us that 
there have been no conferences or hearings with the IRS since July 26, 

1962. Nor have any taxes been assessed by the IRS. How do you 
explain this two years of lack of action by the IRS on a matter such as 
this which may involve millions of dollars in tax liabilities? 

Mr. Harding. Well, Mr. Chairman, I think this is connected with 
a matter which we discussed this morning in your chambers. 
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The Chairman. You see, it is rather disturbing to us that there has 
been a two year lack of action by the IRS on a matter such as this 
which could involve millions of dollars of tax liability. Has anything 
been done during those two years ? 

Mr. Harding. Could Mr. Rogovin consult with you privately, Mr. 
Chairman? He has just been in New York on this particular case 
and I think he will give you some information on it. 

The Chairman. Off the record. 

(Discussion off the record.) 

(See page 203 and Exhibit 12, page 312 for subsequent response of 
IRS, under dates of October 12, 1964, and December 3, 1964.) 

The Chairman. Mr. Harding, what is the status of the possible tax 
liability of the Kaplan Fund for the years 1952 through 1956? Does 
the fact that Mr. Moe overrode the earlier recommendations of the 
District Directors on March 24, 1960 mean that the National Office 
of the IRS cannot do anything about any tax liability that may exist 
for the years 1952 through 1956? In other words, does the statute of 
limitations kill any possibility for assessing taxes for those years ? 

Mr. Harding. If the statute has run on those years, Mr. Chairman, 
it would preclude our 

The Chairman. Has it run ? 

Mr. Harding. I do not know the answer to that question. 

The Chairman. Obviously it would have run on some of them, 
wouldn’t it? 

Mr. Harding. Unless it was kept open by the consent of the tax- 
payer, Mr. Chairman. 

The Chairman. Yes. Suppose you get that information and file 
it with your answer. 

Mr. Harding. Yes sir. The years being 1952 to 1956. 

The Chairman. Yes, sir. 

Mr. Harding. Yes, sir. 

The Chairman. That is a period for which it would have been in- 
voked in 1957. 

Mr. Harding. Yes, sir. 

_ The Chairman. What are the years that are presently under inves- 
tigation by the Internal Revenue Service? Obviously they would be 
the ones that the statute of limitations would not run on, I suppose? 

Mr. Harding. Yes, sir. Those years subsequent to ’57 on which 
the statute has not run. 

The Chairman. Up through ’63 ? 

Mr. Harding. Yes, sir. Sixty-three would, of course, be open. 

The Chairman. I can’t understand why, since you had knowledge 
of this thing before the statute of limitations ran, you didn’t get some 
kind of understand. 

Mr. Harding. As I say, Mr. Chairman, we may have extensions run- 
ning on those years, I just don’t know the answer at this point. I would 
be glad to give you the years that are open. 

(The information submitted by the IRS, under date of September 
1, 1964, appears on page 197. Also, see Exhibits 12 through 25, pages 
312-342.) 8 8 

The Chairman. Do you have the data I requested this morning 
with respect to salary payments to the individual trustees of the Hanna 
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Fund during the final liquidation period, September 1, 1962 through 
January 18, 1963 ? 

Mr. Harding. We do not yet, Mr. Chairman. Our Director in 
Cleveland is attempting to got that information and will call it m to 
us the minute he has it. _ _ 

(Following is the information submitted by the IRS under date of 
August 11, 1964. Also see Fjxhibits 6 and 12, pages 302 and 312.) 

O' 

U.S. Treasury Department, 

Internal Revenue Service, 

Washington, D.C., August 11, 1984- 

Dear Mr. Chairman : This is to confirm the information furnished Mr. Olsher 
today by phone relative to payments by the Leonard C. Hanna, Jr. Fund of 
Cleveland, Ohio, to its officers and trustees for the period from September 1 , 

1962 to January 18, 1963, as follows: 


Name and position 

Salary 

Distribution fee 

Harold T. Clark, President and Trustee 

Lewis B. Williams, Vico President and Trustee - 

John C. Virdcn, Trustee 

N. ,T. Reigert, Secretary and Assistant Treasurer. _ . .. 

$10, 000 
15, 000 
5, 000 
2, 000 

$23, 798. 26 
23, 798. 26 
23, 798. 26 

Expense of Earning Gross Income 

$32, 000 

$71, 395. 00 

Total per Form 990- A for Period Covered 


$103, 395. 00 





I trust this will serve your purposes. If I can be of further assistance in this 
regard, please let me know. 

Sincerely, _ 

Bertrand M. IIardino, 

Acting Commissioner. 

Hon, Wrigiit Patman, 

Chairman , Subcommittee Foundation Study, 

Select Committee on Small Business, 

Room 129, Cannon House Office Building, 

Washington, D.C. 

The Chairman. All right. During Mr. Caplin’s testimony, I 
mentioned that the Foundation Library Center calls itself an educa- 
tional foundation. I asked Mr. Caplin whether the Foundation had 
a faculty, students and educational courses, and whom it was educat- 
ing. Mr. Caplin replied that the Foundation had no faculty or 
students, and he did not know whether it offered any educational 
courses. He did, however, say that the Foundation Library Center 
is “concerned with educating the public at large and in addition the 
foundations themselves.” 

Mr. Caplin indicated that he was not too familiar with the Founda- 
tion Library Center of New York City. We will give you some of 
the facts. 

I shall ask Mr. Olsher to continue. 

Mr. Olsiier. Let me acquaint you with some of the facts regarding 
the operations of the Foundation Library Center during the eight year 
period of 1956 through 1963 : 

• Total receipts (including contributions received) were $2,658,344. 
Of this amount, the F oundation has retained $1,653,044, or 62 percent. 


39 - 915—64 
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• -Expenditures totaled $1,005,300, or 38 percent of the total receipts. 

• $515,87 7 or almost 20 percent of the total receipts, was spent on 
salaries and other compensation. 

• $13,668 was spent for legal and accounting expenses. 

• $123,790 was spent for rent, including $28,365 during the year 

• $60,982 was spent for office and library furnishings. 

• Other expenses totaled $290,983, including expenditures for clip- 
pings in the amounts of $6,838 and $6,139 during each of the years 1962 
and 1963, respectively. 

• From the end of 1956 to the close of 1963, the Foundation’s assets 
have grown 30 fold— from $55,592 to $1,657,461. 

• Contributions to charity have been nil. 

• Support for the Foundation comes from six foundations. Their 
gifts to the Foundation Library Center totaled $2,336,500 from 1956 
through 1963, as follows : 


Carnegie Corp. of New York 

Ford Foundation, N. Y. C 

Rockefeller Foundation, N. Y. C _ 

Russell Sage Foundation, N. Y. C 

W. K. Kellogg Foundation, Battle Creek, Mick 
Alfred P. Sloan Foundation, N. Y. C 


$750, 000 
550, 000 
400, 000 
136, 500 
400, 000 
100, 000 


rotai 2,336,500 

• Mr. F. Emerson Andrews is the Director of the Foundation Li- 
brary Center. His salary in 1963 was $20,000 plus expenses for spend- 
mg lour- fifths of his time at the job. Mr. Andrews is also part time 
consultant to the Russell Sage Foundation of New York City. 

• Paid employees of the Foundation numbered seventeen at the 
close of 1963. It started with four employees in 1956. Seven of the 
seventeen employees of the Foundation, other than Mr. Andrews, were 

receiving $135 or more weekly at the close of 1953: 


Name and position 

Irene R. Kay, Executive Assistant 

Marianna O. Lewis, Editor “III 

Dr. Ralph Nelson, Research Director ~~_I 

Lena F. Noe, Librarian 11' A 

J. Richard Taft, Manager, Washington, D.C., Branch.! 

Virginia Warner, Librarian 

Ann D. Walton, Secretary and Assistant to the Director 


Rate of 
Compensation 

$8, 500 

8, 500 

12, 000 

7, 500 

13,000 

8, 000 

12.000 


• The Foundation publishes a bi-monthly bulletin called Founda- 
tion News which had 3,635 paid subscribers for the last issue of 1963. 
According to the Foundation, the subscribers to Foundation News can 
be classed as follows : 


Affiliation 

Universities and Colleges 

Health and Welfare Agencies.. 

Foundations 

Humanities 

Religious organizations 

Miscellaneous and unidentified 


Percent 

40 

17 

20 

4 

3 

16 


Total 


100 


J* 
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• Following are the number of copies of each issue of Foundation 
News printed beginning 1962. 


Month 

19G2 

1963 

1964 


3, 865 

i 7, 700 

4, 177 


4, 081 

4, 075 

4, 174 


4, 020 

3, 979 

4, 029 

Tnlxr 

4, 092 

4, 175 



4, 087 

4, 029 



4, 093 

4, 106 



i Promotional mailing in addition to regular subscription list was 2,764. 


• The Foundation has seven depositories located in Berkeley, Cali- 
fornia, Los Angeles, Atlanta, Chicago, Lansas City, Cleveland, and 

Austin, Texas. . , , . ... 

• According to the Foundation, there were 3,932 registrations m the 
Foundation Library Center in New York City during 1963. This 
does not mean that 3,932 persons used the facilities of the Center m 
1963, since one person may sign in more than once during a day. 

The Foundation is unable to tell us how many persons used the 
facilities of the seven branch depositories during 1963. 

e The Foundation gathers the material for a book called “The if oun- 
dation Directory” which is published by the Russell Sage Foundation 
of New York City. The last two directories were published m 1960 
and 1964. Pages totaled 817 in 1960 and 1,000 in 1964. _ 

The directories list roughly 6,000 foundations. The information 
includes the names and addresses of the foundations, dates of incorpo- 
ration, the State in which they were incorporated, their purposes, the 
names of the founders, officers, directors or trustees, their assets and 
expenditures. Income of the foundations has been omitted despite the 
fact that the Directory was compiled from (1) records in the Foun- 
dation Library Center’s files, (2) detailed questionnaires, which in- 
eluded a request for income data, (3) public records of the district 
offices of the Internal Revenue Service, and (4) news reports. 

What is the purpose of a directory of tax-free foundations that 
shows assets and expenditures but omits income figures? The answer 
is that obviously the foundations prefer not to publicize their incomes. 

By letter of April 10, 1964, we asked the Foundation Library Cen- 
ter to furnish us the following : 

(1) Number of persons involved in the preparation of the 
1964 Directory; and 

(2) Breakdown of expenses involved in the preparation of 
the 1964 Directory, including salaries. 

In its reply of April 27, 1964, the Foundation advised us that 24 
persons were involved in producing the Directory, but it could not 
furnish information respecting the expenses involved in the prepara- 
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1:1 of T <: he P 1 rectory. According to the Foundation, “Preparation 
o± the Directory is so thoroughly integrated with the other operations 
ot the Center that no responsive answer can be made to this question 
No attempt was made to distribute the time of regular or field staff de- 
voted to this special function.” 

, By pper of May 8, 1964, we advised the Foundation that, on Oc- 
tober 17, 1962, it had informed us that a “rough estimate of salaries . . . 
attributable to the 1960 Directory totals $46,126.” We, therefore 
once again asked the Center to estimate such costs for the 1964 Direc- 
tory. In its reply of May 22, 1964, the Center advised us that salary 
costs for the 1964 Directory could not be given to us because “prepara- 
tion of the Foundation Directory, Edition 2, is so thoroughly inte- 
grated with the other operations of the Center that no responsive an- 
swer can be made to this question”. 

, I W* ini a t e that the cost of each of the directories was no less 

than $150,000. 

Following is information received from the Russell Sage Founda- 
tion respecting the 1964 Foundation Directory, which of course 
omits salaries : 

1. Manufacturing costs to April 1, 1064 <D 4 q noo 

2. Cost of promotion and distribution to April 1. 1964 ~ ~ ~~ ooo 

3. General overhead to April 1, 1964 IIIIIIIII ~ " 500 

4. “Salaries of officers and staff. The publication of the Foundation 

Directory is an integrated part of our entire program of operation. 

As such, it is not possible for us to estimate the time officers and 
staff devoted to this endeavor.” 

0. “Cost of research and preparation. The research and preparation 

of materials for the Directory were done by the Staff of the Foun- 
dation Library Center. We are, therefore, unable to provide cost 
estimates for this item.” 

6. Number of copies printed to April 1, 1964___ _ 14 7fi9 

Number of copies sold to April 1964 _ o’ 

7. Dollar value of sales to April 1904 “I IIII" $61 425 

Information received from the Russell Sage Foundation respecting 
follows XClUding Sa krieS) ° f the 1900 Foundation Directory is as 

1. Cost of printing, binding, promotion, and distribution $86 712 46 

2. ‘No allocation has been made to cover the time of officers and 

staff necessarily involved, other than a portion of the time of 
our publication department.” 

3. Copies printed 11 768 

4. Copies sold through September 30, 1962 i V 070 

5. Dollar value of sales “ g 2 ’ 085 

Accoi cling to the Foundation’s application for tax exemption, its 
purpose is ‘to assemble, and make available to the public, informa- 
tion about philanthropic foundations in the United States and to 
encourage fuller reporting by such organizations.” 

Its charter states that one of the purposes for which it was formed is 
to promote the development and maintenance of sound standards of 
reporting by such foundations and to assist them in making such 
reports available to the public * * *” 

Mind you, one of the principal purposes of this organization is “to 
promote the development and maintenance of sound standards for 
reporting by such foundations and to assist them in making such 
reports available to the public * * *” Yet, the Foundation did not 
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make full disclosure with respect to capital gains or losses in its tax 
returns for 1958 through 1961. It failed to file such schedules de- 
spite the fact that Treasury regulations require a detailed statement 
with respect to assets sold, including (a) date acquired, and manner 
of acquisition, (b) gross sales price, (c) cost or other basis (value at 
time of acquisition, if donated), and (d) gain or loss. ... 

Nor did the Foundation report details of officers’ salaries until 

1962. 

Moreover, although the Foundation Library Center bills itself as 
the fact-finding statistical organization on foundations, it has been 
unable to furnish us with (1) a study or analysis of investment port- 
folios of foundations— that is, an analysis of their investments m 
common stocks, preferred stocks, etc., or (2) names and addresses 
of foundations which are the largest single stockholders or major 
stockholders in commercial enterprises, or (3) material relating to 
the supervision of foundations in England, Canada, France, or other 

foreign countries. . „ . . 

The Chairman. How many District Offices docs the IRS have m 

the United States, Mr. Harding ? 

Mr. Harding. Fifty-eight, sir. . 

The Chairman. The public portions of foundation tax returns are 
available for inspection at all District Offices of the IRS throughout 

the country, is that correct? . , , 

Mr. Harding. That is correct, sir. Copies of 990- A s are available 
at each District Office where the returns were filed. „ , , 

The Chairman. As you know, the Foundation Library Centers 
new Washington office and its project of photocopying foundation 
tax returns at the IRS is being supported by a gift, of $200,000 from 
the Alfred P. Sloan Foundation of Now Y ork City. 

Mr. Caplin stated before this Committee on July 22 that he wel- 
comed the arrangements which permit the Foundation Library Center 
to photocopy foundation tax returns at a cost of 100 per page, one-fitth 
the cost to the public, “because of the opportunities it presented for 
additional locations where these returns would be available tor public 

inspection. ^ ^ fact that foundation tax returns are available for 
public inspection in the National Office of the IRS and in all your 
District Offices, how do you justify the expenditure of $200,000 for 

Washington project when so many 


the Foundation Library Center’s Washington project when so many 
charities could utilize that $200,000 for worthwhile purposes? 

Mr. Harding. Well, sir, of course, we don’t pass on each and every 
donation by a charitable foundation. I would point out to you, how- 

^ The Chairman. Why shouldn’t you pass on large gifts? 

Mr. Harding. As long as it meets the purposes for which the L\ oun- 
dation was established, Mr. Chairman, wo do not review the individual 
charitable donations. This would appear to meet those standards. 

Beyond this, and in furtherance of Mr. Caplin s remarks, I would 
point out to the Chairman that the inspection of returns in the na- 
tional office is done without fee to individuals who s«L >™vrc y lo look 
at the 990A’s The only charge wo ever make is the 500 a page charge 
when an individual desires to have a reproduction of the return. 
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It is, however, quite expensive for us to search and make available 
to individuals the returns which are on file for their inspection. 

To date m Washington, the only reproductions that have been made 
have been made by the Foundation Library. 

• -pH 1 . 1 rc approximately 400 look-up cost on each return that an. 
individual would like to_ inspect. This is not reimbursed to the Gov- 
ernment.. . Hence these inspections, and there have been many hun- 
dreds of inspections of the returns in the office of the Foundation 
Library have actually saved the Government money. 

• I'- 1 /-' You sa .y that the reason that this arrangement is 

justified is that the look-up cost is 400 and the 100 is for the repro- 
duction ? r 

Mr. Harding. Yes, sir. 

The Chairman. And you consider then that, where there is no look- 
up cost, the 100 charge is justified ? 

Mr. Harding. Ten cents is a fair reproduction cost as such, yes, sir. 
be Chairman. Well, since you have three people in there serving 
the foundation Library Center, it seems to me that you are obligated 
to add some look-up costs in addition to the 100 a copy. 

Harding. Well, sir, we are. not. involved in look-up. My infor- 
mation, contrary to what was discussed when Mr. Caplin was here, is 
that there are two employees working in that office but whether it is 
two or three, the returns are not looked up for the Foundation Library, 
they are given to them in bulk and they select from those returns 
those which they wish to reproduce, and return the entire group to us. 

We have relatively little look-up costs, and this is included in our 
two cents overhead charge to them. 

Ciia irman. Olsher’s visit to the IRS on May 26, 

1.164, your staff informed him that tax return Form 990-A and 1041-A 
were transmitted from Mr. Vincent J. Keller’s department to Mr. Ken- 
u YC * fob n son’s . department, the latter being the department 
where the photocopying is being done by the Foundation Library Cen- 


In the process of photographing the returns, who, among the Li- 
brary Center s employees, determines which of these returns were filed 
by so-called _ foundation, and which of them were filed by other 
types of charitable organizations ? 

^r. Harding. I believe Mr. Olsher and I observed a lady whose 
name I do not recall who was an employee of the Foundation Library 
examining the slacks of returns and selecting, by certain criteria, 
foundations as distinguished from all other exempt organizations, 
i he Chairman. Was her name Mrs. Tinsley or Miss Tinsley ? 

; r . r - II ar ding. I think that is the name, yes, Mr. Chairman, 
vr 6 t r T1ATrarAX ■ W ho did she get her guidance from ? 

Mr. Hardtng. From the Foundation Library, I assume, sir 
Ihe Chairman. What was Mrs. Mary Tinsley’s educational and 
working background prior to taking the position with the Foundation 
Library Center m Octoberl963 ? 

Mr. Harding. 1 have no information on her background 
l u m i AIR r A1S ,' V Ur “formation is that she is a person who has 

tions forthistype worffi ' 111 ^ ^ ^ haVe ^ Speckl <t ualifica - 


Jr 
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Mr. Harding. Of course, she is not an employee of the Internal 
Revenue Service. 

The Chairman. She is an employee of the Foundation Library 
Center ? 

Mr. Harding. Yes, sir, she is. I will say, however, that I found her 
a very charming lady the day Mr. Olsher and I visited her and this is 
my only connection with her. 

The Chairman. I wasn’t challenging her charm. 

Mr. Harding. I understand that. 

The Chairman. We wore talking about her qualifications. With 
respect to contributions received, the Foundation Library Center’s 
instructions to Mrs. Tinsley require her to photograph such informa- 
tion. The exact language is “Need schedules if supplied.” Yet you 
have indicated that the statute prohibits such schedules from being 
made available for public inspection. How do you explain that ? 

Mr. Harding. I suspect, sir, that they are referring to schedules 
other than the prohibited schedules. The schedules involving donors, 
of course, are prohibited from attachment to that section. There are 
other schedules that are attached. I presume they refer to the latter. 

The Chairman. As you know, Mr. Olsher found that Mrs. Tinsley 
had photographed contributions which had been received by the 
Stephens Foundation, Incorporated, of Nashville. 

Mr. Caplin tried to explain this by inserting the following in the 
transcript of his testimony on July 22, 1964 : 

We checked with the accounting firm that prepared the re- 
turn. They stated it was their intent to make the donors’ 
names part of the public inspection portion of the return. 

Would you please have one of your aides call the IRS and ask them 
to furnish, for this record, a copy of the letter from the Stephens 
Foundation, Incorporated, of Nashville, or from its accounting firm, 
which indicates the Foundation’s intent to have the IRS make the 
information available for public inspection ? 

Mr. Harding. We can get such a letter, I assume, Mr. Chairman. 
As a matter of fact, the information which we got was received by 
telephone, and was not in the form of a letter. 

The Chairman. Did you query just this one foundation, or were 
there other foundations whom you queried regarding such schedules? 

Mr. Harding. No, sir, we spoke to the accounting firm representing 
the Foundation. 

The Chairman. And you will get that information and supply it? 

Mr. Harding. Would you like to have a letter from them certifying 
to that effect? 

The Chairman. Yes, sir. 

Mr. Harding. We will be happy to put it in the record. 

(The information submitted by the IRS, under dates of August 31, 
1964, and September 21, 1964, appears on page 208.) 

The Chairman . On this same subject of public inspection of donors’ 
contributions to a foundation, Mr. Dillon indicated, during his testi- 
mony of July 21, that this “is something for Congress to decide.” 

However, when the transcript was returned to us, Mr. Dillon had 
crossed out that portion of his testimony which stated that the matter 
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of public inspection of donors’ contributions, “is something for Con- 
gress to decide.” 

Mr. Dillon’s exclusion of that part of his testimony, dealing with 
public inspection of donors’ contributions, would now seem to indicate 
that such public inspection could be accomplished by administrative 
ruling. Yet you people have consistently told us that public inspec- 
tion of donors’ contributions would require a change in the present 
law. How do you reconcile that, Mr. Harding ? 

Mr. Harding. I would like to have Mr. Rogovin reply to that. 

Mr. Rogovin. I believe I can respond to it at this time. 

The Chairman. All right, go ahead and respond. 

Mr. Rogovin. The disclosure statute Congress passed listed the sev- 
eral types of information to be disclosed. The statute specified that 
only the total amount of contributions is to be disclosed, and it does 
not provide the authority to make public the names of donors. 

The Revenue Service, on the other hand, with respect to its portion 
of the Form 990- A , has the authority to inquire of an exempt organiza- 
tion as to who makes the contributions. That is why the distinction 
exists. 

As far as the Secretary’s response, I don’t believe it should be in- 
ferred from his deletion of the statement that this is something the 
Revenue Service can as an administrative matter handle. 

It is the opinion of our Chief Counsel’s office — an opinion of some 
long standing — that the donor portion could not be made public. We 
are prepared to submit a legal memorandum backing up the analysis 
if so desired. 

The Chairman. Until we call you on it you need not go to that 
trouble. 

At various times in the past, the IRS has advised us that details' of 
contributions received by foundations were open to public inspection 
when they are reported in the public portions of the tax returns. 

Such statements have been made to us by you, Mr. Caplin, and Mr. 
Hobbs. 

There seems to be a little confusion on this matter, Mr. Harding. 
Would you like to answer this now ? 

Air. Harding. I wasn’t sure I understood. You say we have in- 
formed you they can be made public ? 

The Chairman. Yes, sir. When they are reported in the public 
portion of the tax returns. 

Mr. Harding. Yes, sir, I think that, if I understand it correctly, 
that where they are reported in the public portions they are available 
for public inspection. Where a list is attached only to Part I in ac- 
cordance with the rules governing the preparation of the Form 990-A, 
they are, according to our legal advice, prohibited from public dis- 
closure. 

The Ciiatrman. In January of 1963 the Foundation Library Center 
made a so-called “promotional mailing” of 2,764 copies of its publica- 
tion, Foundation Yews. Why would a non-profit organization of this 
type be making a “promotional mailing” ? 

Mr. Harding. I can only assume, Mr. Chairman, that this was in 
furtherance of the educational purpose for which the Foundation had 
been granted an exemption. In their view, at least, it was in further- 
ance of that purpose. 
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The Chairman. What was the Foundation Library Center promot- 
ing ? Selling their own services ? 

Mr. Harding. Well, perhaps, sir, as the Red Cross promotes its serv- 
ices and the Boy Scouts and other organizations of this type. 

The Chairman. To whom was this promotional mailing sent? 

Mr. Harding. I do not know, sir. 

The Chairman. For purposes of this record, I should like to have 
you obtain the information respecting the Foundation Library Cen- 
ter’s “promotional mailing.” Would you get that for us, please? 

Mr. IIarding. Wo will attempt to get that for you, yes, sir. 

(The information submitted by the IRS, under date of August 31, 
1964, appears on page 209.) . 

The Chairman. The 1964 F oundation Directory sells for $10. 
Would you agree that the Directory could be published by a tax- 
paying publisher from whom the Government may collect some taxes ? 

Mr. Harding. Yes, sir, I agree that it could be prepared by a profit- 
making organization. 

The Chairman. Secretary Dillon admitted during our hearing of 
July 21, that the Treasury Department does not know how many 
Foundations there are in the United States. Yet, the IRS repeatedly 
uses the figure 15,000 foundations — which is the same figure being 
promoted by the Foundation Library Center. How do you explain 
this ? 

Mr. Harding. A part of the difficulty, as I think I mentioned this 
morning, Mr. Chairman, is the lack of a legal definition of the term 
“foundation”. The Foundation Library has adopted a definition of 
foundation which for purposes of giving a. figure can be used. 

We do not necessarily subscribe to that definition. But it is a defini- 
tion and lacking any other definition of the word “foundation”, we 
have used it in the past. 

The Chairman. You will recall that Secretary Dillon referred to 
the IRS some questions that we had asked him on July 21. Because 
of lack of time, we were unable to question Mr. Caplin on these matters 
and so we shall put the questions to you. 

Since 1960, has the IRS, on its own initiative, ever forwarded to the 
FTC or the Antitrust Division information regarding the use of a 
foundation as a device for engaging in various trade practices which 
may be a violation of certain statutes administered by the Federal 
Trade Commission or the Antitrust Division ? 

Mr. Harding. Not to my knowledge, sir. 

The Chairman. Since 1960, has the IRS, on its own initiative, ever 
forwarded to Congressional committees, the White House, or other 

f overnment departments information regarding contributions to 
oundations by persons or organizations that supply goods or services 
to companies interlocked with the foundation ? 

Mr. Harding. Not to my knowledge, sir. 

The Chairman. Since I960, has the IRS, on its own initiative, 
found any cases where a contribution has been made to a foundation 
for a business purpose rather than an eleemosynary purpose? For 
example, under the Robinson-Patman Act, business concerns are pro- 
hibited from making disproportionate discriminatory discounts to par- 
ticular buyers if the effect might be to substantially lessen competition 
or tend to create a monopoly. Do you know of any cases where con- 
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tributi ons to a foundation may have been a method of getting around 
this provision of law ? 

Mr. Harding. There have been cases, Mr. Chairman, of contribu- 
tions made for a business purpose. This question, I think, could pos- 
sibly go to the nature of the exempt organization, and we have un- 
doubtedly in our examinations encountered instances of this sort. 

The Chairman. Could you supply us with a list of those cases? 

Mr. Harding. We could perhaps supply you with some examples, 

Mr. Chairman. 

The Chairman. Suppose you supply us with a half dozen examples 
and then we will determine whether or not they should — 

Mr. Harding. We will do the best we can. 

(Following is the Information submitted by the IBS under dates of 
October 2, 1964 and October 26, 1964 :) 

Prior to the change in the statute in 1935, which first provided for the 
deductibility of charitable contributions made by corporations, amounts 
paid over to charity could qualify for deduction on the showing that 
they were ordinary necessary business expenses. Since then it has been 
recognized that the deductibility of a charitable contribution does not 
hinge upon the donor’s motive as long as it is in fact a gift. In the light 
of this background it is not unusual to find gifts to charity by business 
firms motivated by elements of both buisness and charity. For example, 
a public utility’s annual donation to a local charity, while deducti- 
ble as a charitable contribution for Federal tax purposes, is also justi- 
fied under state law “because a refusal might bring on the loss of the 
good will of the community it serves.” Board of Supervisors v. Vepoo, 

196 Va. 1102 (1955). 

' To preclude the avoidance of the percentage limitations on the de- 
ductibility of charitable contributions where the gift could be said to 
bear this dual character, section 162(b) of the Code specifically denies 
any business expense deduction where any part of the payment is 
deductible as a charitable contribution. Thus, the characterization of 
a payment as a charitable gift or a business expense relates to the tax 
return of the payor and normally does not reflect upon the exempt 
status of the recipient. 

Where the payor makes a “contribution” which in fact reflects the 
discharge of a business obligation to a third party growing out of the 
rendition of personal services, his payment will be viewed as a con- 
tribution, not by him, but upon behalf of the third party. While the 
payor may well be entitled to a business deduction, the third party 
will be deemed to be in constructive receipt of taxable income. Treas. 

Reg. 1.61-2(c). See, Eugene T. Flewellen, 32 T.C. 317 (1959). 

Other than the factual patterns set forth in the Oct. 16, 1963 report to 
your Subcommittee which may reflect this type of transaction, the rec- 
ords in the National Office do not disclose similar situations. As indi- 
cated above, however, the law is clear in this respect and a revenue 
agent coming upon such a transaction would attribute the income to the 
party earning it. (IRS letter, October 2, 1964.) 


The last paragraph of the statement submitted with our letter of 
October 2, 1964 concerning the type of case referred to at page 366 of 
the transcript (see above) stated that “other than the factual pat- 
terns set forth in the October 16, 1963 report to your Subcommittee 
which may reflect this type of transaction, the records in the National 
Office do not disclose similar situations.” (Emphasis supplied.) As 
set forth in the statement submitted in our letter of October 2nd (re- 
garding the type of case referred to at page 369), (page 168 herein), 
the potential conflict of interest described by you does not, in and of 
itself, constitute a violation of the exemption provision of section 
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501(c)(3). It does, however, constitute a circumstance warranting 
greater Service scrutiny. Our failure to cite any particular case situ- 
ation was intended to mean that records in the National Office do not 
disclose any situations of this kind. (IRS letter, October 26, 1964.) 

The Chairman. Since 1960, has the IRS, on its own initiative, ever 
forwarded to the FTC or the Antitrust Division information regard- 
ing foundations that may be parties to reciprocity arrangements ? For 
example, where a business affiliated with a foundation says to one 
of its suppliers, “I will buy from you if you will contribute to such- 
and-such a foundation.” Or, “If you buy from me, such-and-such 
foundation will make you a business loan at favorable terms”? 

Mr. Harding. Not to my knowledge, Mr. Chairman. 

The Chairman. You will recall that, on July 21, we had discussed 
with Mr. Dillon the Rogosin Foundation-Beaunit Mills-Goodyear 
Tire and Rubber Company transactions. Has the IRS examined this 
matter to determine whether the arrangement involved a price dis- 
count from Rogosin to Goodyear, for which Goodyear (the buyer) 
compensated Rogosin by making a contribution to the Rogosin 
Foundation ?■ 

Mr. Harding. That, as I recall, Mr. Chairman, was in a 1952 trans- 
action, and at this late date I am unable to determine whether this 
particular transaction was subject to audit. 

I have been informed that the 1956 return of the Foundation was 
examined in 1959, and the 1961 and 1962 Foundation returns were 
examined during the past year. 

The latter examination took into consideration loans placed during 
prior years to purchase the corporate stock. 

The Chairman. Have you examined it since that time, Mr, 
Harding ? 

Mr. Harding. That is the latest examination of which I have a 
record, Mr. Chairman. 

The Chairman. If this were the case, would it not seem to raise 
both tax and antitrust problems? First, is it a method whereby the 
buyer compensates the seller by making a tax deductible contribution 
to the Rogosin Foundation? Second, would not this practice, at best, 
be a distortion of the pricing and exchange process in a free enterprise 
economy? Third, might not this practice actually involve, (a) a vio- 
lation of the Robinson-Patman Act because it involved discriminatory 
pricing, or (b) a violation of section 3 of the Federal Trade Commis- 
sion Act because it is an unfair method of competition ? 

Mr. Harding. I _ think that is possible, Mr. Chairman. I think 
that it might also involve tax consequences to non-exempt corpora- 
tions. 

The Chairman. Would the persons in the IRS who examine foun- 
dation tax returns be sufficiently familiar with the antitrust laws to 
know whether the practices I have cited may violate Section 5 of the 
FTC Act or the Sherman Act. If they found such practices, to whom 
would they report them ? 

Mr. Harding. Mr. Chairman, I think some of our more sophisti- 
cated revenue agents might recognize these transactions as being a 
violation of other sections of the Code. Were they to determine such 
violations we w r oulcl attempt to communicate that information to the 
appropriate sources. 
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The Chairman. But, you don’t recall any of it being communi- 
cated ? 

Mr. Harding. Our records do not disclose any such communications, 
no, sir. 

The Chairman. Are you familiar with any instances where indi- 
viduals who are board members of foundations also sit on the boards 
of competing companies ? 

Mr. Harding. I am not sure what you mean by competing com- 
panies, Mr. Chairman. 

The Chairman. Well, I would think it would be rather obvious, 

Mr. Harding. Are you familiar with any instances where individuals 
who are board members of foundations also sit on the boards of com- 
peting companies. 

Mr. Harding. This is where there is an unrelated business in con- 
nection with it ? 

The Chairman. Take the case of persons sitting on the board of a 
foundation who also sit on the board of companies that are in com- 
petition with each other. Could there be a conflict of interest there ? 

W ould you take notice of it ? 

Mr. Harding. I think there would be no tax consequence in that, 

Mr. Chairman. There may be other violations of law but I do not 
offhand see any tax consequence. 

The Chairman. Does the IBS examine the foundations to deter- 
mine whether there are any actual or potential conflicts of interest 
situations ? 

Mr. Harding. Yes, sir, we do. 

The Chairman. Do you ever report on them, if there is a conflict ? 

Mr. Harding. If the conflict relates to the purpose for which the 
Foundation is granted an exemption we take action within the Revenue 
Code. 

The Chairman. Could you give us six examples ? 

Mr. Harding. We will attempt to do that, Mr. Chairman. 

(Following is the information submitted by the IRS under date of 
October 2, 1964. ) 

Standing; alone, the potential of a conflict of interest as described is 
not, in and of itself, a violation of the exemption provision of section 
501(c) (3), since the fiduciary concept, found in state law, is not part 
of the statutory framework for exemption. It does, however, constitute 
a circumstance warranting greater Service scrutiny. Absent evidence of 
activities by the board member violative of the statutory requirements 
for exemption the described relationship alone would have no effect upon 
the exempt status of the foundation. ( IRS letter, October 2, 1964. ) 

The Chairman. Since 1960, has the IRS, on its own initiative ever « 

forwarded to the FTC or Justice information regarding actual and 
potential conflict of interest situations in any foundation? That is 
the question you said you would try to give us an illustration of. 

Mr. Harding. No, sir, this question related to forwarding to FTC 
or Justice. And my answer to that question, sir, is that I had no 
knowledge of such referrals. 

The Chairman. Since 1960, has the IRS, on its own initiative, ever 
forwarded to the SEC information regarding any foundation’s viola- 
ti on of the F ederal securities laws ? 

Mr. Harding. Not to my knowledge, sir. 
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The Chairman. Does the IRS examine the foundations to deter- 
mine whether they are involved in any of the following activities: m- 

sid^rstoc^dealsiit ^ ^ our examina tion would uncover 

that type of transaction, Mr. Chairman. „ 

The Chairman. What about stock price manipulations < 

Mr. Harding. That is also unlikelv. 

Mr! IlARDiNG.^Margin trading could relate to the tax exemption of 
the organization and would therefore be subject to examination by 1 

Revenue Service. . . ... ~ . „„„ n 

The Chairman. Speculation m commodity futures . 

Mr. Harding. To the extent that these speculations could relate t 

the tax exemption, yes, sir. 

The Chairman. Short sales ? 

The ^ hatrman^ 6 Acting as unregulated sources of stock market 

Cr Mr. Harding. It is unlikely in this area that our examination would 
encompass these actions. . 

hi*My speculative opera- 

- ace both bom Texas, and we pcobably 
know a little bit about the oil business. Some of our friends have done 

ra The ChaSman. Yes, sir, they have, and I can see where some would 
not bo considered too speculative, because they have been producing < 

l01 Mv V Harding. I think the sort of wildcatting operations that you 
have in mind could be highly speculative and we probably woul 1 

examineuito rt-N. Invo]vement in corpora t© proxy fights for control of 

c am d anics wlios© securities sir© listed, on tlio T^xcn^nges * . . 

M? Harding. Yes, sir, we do have some cases that have arisen m 
that particular area. This is not a normal course of investigation on 

°^^S h Sn^S the IRS, on its own initiative ever 
forwarded to the SEC information regarding, foundation activities in 
the following areas : involvement of foundations in corporate proxy 
fights for control of companies whose securities are listed on E - 

changes? 

The Chairman. Involvement of foundations m insider stock deals : 

The Chairman. Involvement of foundations in stock price manipu- 
lations? , , 1 

Mr Harding. Not to my knowledge. . , .. , ,, 

The Chairman. Speculative activity and margin trading of foun- 
dations? 
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Mr. Harding. Not to my knowledge. 

Chairman. Short sales by foundations 2 
Mr. Harding. Not to my knowledge. 

m“h 2 £££' “ s m ' re «" laM 

The Chairman. Speculation in commodity futures? 

Mr. Harding. Same answer 

b “* to 

S ’ 16 !?““ madc ^ ^ ou,k Uations, o Lr ti 

s^ss^isssr th ° parpose for wWh tha ^ 

Ho ' 1 al ' 0 " r ' cases wh6 re they failed to have col- 
Mr. Harding. Oh, yes. 

Mr 6 d0 r°f iy - business ™th tlie donor? 

1 "“*«* 

The Chairma n. You do examine ? 

Mr. Harding. Yes, sir. 

whrte? th«" to VShti.^ 6 “ S n“TT Ule '““‘’“‘ions to determine 
Mr Haemnq No? s “ * 7 ° lvU Aero ''“t'« Board regulations! 

foim'mdedlSTAinn} 960 ’ 'T ‘ he IE ?’ “ its °™ initiative, ever 
lion of c!b , ™ r0g " dmg “' T viola- 

M r ' Hiding. Not to my knowledge. 

Mr. Harding. No, sir. 

A TTMwf Her6 is something I should like to ask you about 

us^d r wiS™e TJniTe 0 d ll Sin? Pear ‘vf E® ^ ma y not been 
T i , • , - ited o tales consistent witli tlie rcQuirem enter fnr a 

1 170 - set out in E ?v«"« 

deductSifity! pre-arrangement is the factor which affects 

o/c f oS^« 

a£w3 there prob- 

Mi. Harvey. Mr Chairman, might I intervene? 

X He Chairman. Yes, sir, Mr. Harvey. 
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Mr. Harvey. This, I think, would be an appropriate time, I believe 

thl Mr! HiS "von know of the project that is under way whereby 
the Rockefeller and Ford Foundations are joining hands m a teiri 
effort to fi-ht hunger in the so-called “rice bowl” area of the world. 

I assume that during the next few years 

considerable sums of money will be expended, all of it outside 

^irstof Sl^MnChairman, is this the type of instance to which you 

^The CmiRMAN. I wasn’t thinking about that specifically, no 

Mr Harvey. I wonder if that is a fairly good example. I would 
like to ask Mr Harding, if we can assume that it is at least a reasonable 
example^ of the qucsti^ posed by the Chairman, what your reaction 

W °Mr ^Harding. A charitable corporation, Mr. Harvey, is able to 

make'these foreign expenditures and I lS 

actions to which you refer are being made within the limits 

St MtHIarvey. In other words, are you saying that if the purposes for 
which the foreign expenditures are made are m line with the same 
purposes that 6 would ^be approved domestically you would approve 

th Mr Harding. Well, sir, we don’t, as I pointed out to the Chairman 
earlier w^don’t approve individual transactions. We examine the 
foundation to determine whether or not it has acted in accordance 

W1 Tbk is 1 averv peculiar little facet of the law that I think perhaps 
could bo explained to you somewhat more clearly by Mr. Rogovm. 
SinguishS betwee/ charitable corporations and other types of 

0r Sr 1 RoGmuN. Since 1913 when the first income tax law came into 
being, we have had tax exemption. In 1917, the law was amended to 
provide individuals a deduction for charitable contributions. 

In the 1930’s there was a concern as to whether exempt organization 

should be allowed to use their funds abroad. . , 

Congress considered the matter and it was the feeling a 
restrict such use to the boundaries of this country. Philosophic y, 
the concept was that the reason for tax deductibility and tax exemp- 
tion was that this relieved the government of a burden it would other- 

W1 In 1 tho 6 late thirties, the statute allowed organizations to make grants 
overseas as long as they were for a charitable, educational or religio > 
purpose Contributions to such organizations were deductible by i 
dividual contributors. The question was whether the same treatment 

should be allowed corporate contributors. . . , , 

At that time some of the missionary groups camemand 
that any restriction in the statute as to the use of deductible funds 
mfght Jedound to their detriment. The matter was considered at 

^’wheKnolSstas through with the statute, the provisions allowed 
a corporation to deduct a contribution made to another corporation for 
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f e T A abr0ad) but trough perhaps an inadvertance in 
(Halting, trusts were not given the same preferred position. As a 
consequence, under a literal reading of the statute today, a profit 

fnErfm 1 C fr 0t 4 educt a contribution t0 a domestic “trust, chest, 
xunci or roundat i orr 5 tor use overseas. J 

«fWn^ eVe tbe < uf Stl 5 n tbat tbe Chairman asked, initially demon - 
stiates concern with efforts to get around this statutory provision by 
iv ay of a corporation giving to a foundation that is a charitable corpo- 

mw'Sr n ’ TA lld S1Ve to a charitable trust for use overseas, 
it hat were the case, if this were merely indirection, then the Service 

tuition liWe < ISa W deduction for that type of charitable contri- 

Fncd Fon"lr i)011Se 1 ° y0ur b n iqiliry , re g' irdil 'g the Rockefeller and 
bold Foundations, as long as the work, the grant, or the proiect is 

charitable— and the relief of hunger has since the dawn of history 
been a charitable purpose— the fact that this charity is being com 
ducted in Asia or anywhere else m the world would not in and of itself 
pcrmh the Service to conclude this to be a non-exempt activity. 

with 'it ARVEY " 1 U ailt to make P erfe ctly clear I am not quarreling 

Mr. Rogovin. Yes, sir. 

1 have just been trying to determine this, because I 
non Tn i !' le ia ! 1 7 nai1 s .question was a very pertinent one. I hap- 
pen to know of Ibis one instance, an area that involves mass hunger 
and \\ Inch has received more attention than most any other lar«e scale 
effort, other than of a government undertaking. I think it\ very 
important, that our subcommittee, have an understanding as to iust 
what the policy of IRS is to be in this particular type of frogram 
■ 1 sa .> T as our own government has apparently embarked 

m recent years on a policy of global efforts to relieve lmno-er and 
apparently is going to be committed to that sort of a policy, that this 
is not out of keeping with our international policy. * ’ 

I agree that the evolutionary changes you set forth, did occur in 
inquiry. 1930 Until 195 °' Tlmt was why’ I voiced this 

Mr. Rocovix. Yes, si r. I think the idiosyncrasy of the statute was 
*7 16 C b. airman ’ s question. But I don’t believe it was 

nrohibb i oifrf 16 , <|1,e f 1 021 - that would or should be a flatfooted 

Ci5™. of c,1 f ] by somg outside the boundaries of the country. 

1 he recitation as to the statutory history was only to underscore the 

abroad^' 0 ” h® 1 ™*® 11 tnists and corporations as to their use of funds 

Mr. TF.vrvkv. Thank you, Mr. Chairman. « 

1 he Chairman. Thank you, Mr. Harvey. 

Since 1960 has the IRS, on its own initiative, ever forwarded to 
Congressional Committees, the White House, or other government 
departments information regarding possible conflict of interest be- 
tween the advisory roles foundation individuals hold as trustees di- 

M? H° r officers at ? ( J their , Private financial and business interests? 

Mr. 1 iAimiNo. Not to my knowledge, Mr. Chairman. 

1 would like to insert, however, at this point a general comment. 
Secretary Hill on ° ° f the questions which you have raised with 

The Chairman. Yes, sir, go right ahead. 
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Mr. Harding. Yes, sir. 

The Revenue Service is in a continuing relationship with the 
Treasury Department on all matters of tax policy, in that we pro- 
vide them with information for the purpose of making proposals 
to the Congress. 

As you know, the Revenue Service does not make any direct legis- 
lative proposal s to the Congress. 

We do, however, provide information to the appropriate officers 
within the office of the Secretary on matters of tax policy, and many 
of the matters to which you refer are and have been in the. past, 
discussed with the Treasury staff for the purpose of consideration of 
legislative tax policy. 

The Chairman. Does the IRS examine the foundations to deter- 
mine whether there is interlock between the foundation directors, their 
investment counsels, and brokers? 

Mr. IIarding. Only to the extent, sir, that such activity might en- 
danger the exempt status of the foundation. 

The Chairman. Since 1960, has the IRS, on its own initiative, ever 
forwarded to Congressional Committees, the White House or other 
government departments information regarding interlock between 
foundation directors, their investment counsel and brokers? 

Mr. Harding. Not to my knowledge. 

The Chairman. Does the IRS examine the foundations to deter- 
mine whether there may be common action on the part of foundations 
and associates in the purchase and sale of securities ? 

Mr. Harding. Only to the extent that it would endanger the ex- 
empt status of the foundations. 

The Chairman. Since 1960, has the IRS, on its own initiative, ever 
forwarded to Congressional Committees, the White House or other 
government departments information regarding common action on 
the part of foundations and associates in the purchase and sale of 
securities ? 

Mr. IIarding. Not to my knowledge. 

The Chairman. Does the IRS examine the foundations to deter- 
mine whether the foundations are channeling income and corpus in a 
direction that may hurt competitors and investors ? 

Mr. Harding. To the extent that it- would endanger the exempt 
status of the foundation we do, sir. 

The Chairman. But not to the extent it may be harmful to a small 
businessman ? 

Mr. Harding. No, sir. 

The Chairman. Since 1960, has the IRS, on its own initiative, ever 
forwarded to Congressional Committees, the White House, or other 
government departments information regarding f oundations channel- 
ing income and corpus in a direction that may hurt competitors and 
their investors? 

I believe you answered that when you said you do not examine 
except where it involves their tax exempt status. 

Mr. Harding. That is right. 

The Chairman. Does the IRS examine the foundations to deter- 
mine whether a foundation’s services — such a research, market stud- 
ies, etc. — are being made available to certain businesses on a preferen- 
tial basis? 

Mr. Harding. Yes, sir. We do examine it for that purpose. 

39 - 915—64 12 
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The Chairman. Have you found many of them ? 

Mr. Harding. There have been some, yes, sir. There is a specific 
provision in the statute regarding research organizations which do 
research on a preferential basis, and we do, therefore, in looking at 
these prohibited transactions, examine into this area. 

The Chairman. I yield. 

Mr. Harvey. I wonder if I might interpose a question at this junc- 
ture as to what your procedural operation is. Are you going to ap- 
proach these instances which you do bring to light on the basis of call- 
ing their attention to them, and asking them to desist or are you 
going to proceed to prosecute them and make examples of them ? 

Mr. Harding. Well, as far as I know there are no prosecutive ele- 
ments in this Mr. Harvey. There is a basic for the revocation of the 
exempt status for the research organization if we found these pro- 
hibited transactions having taken place. 

Mr. Harvey. Well, I referred, in using the term “prosecution,” to 
vigorous enforcement of the law. 

Mr. Harding. I assure you, sir 

Mr. Harvey. I think it is important to this Committee to know at 
this juncture just what the policy of the IRS is to be. It refers also 
to several of these other questions that our Chairman has asked you in 
the past few minutes. They are probably a part of a — I am sure you 
have — a, policy at IRS on this subject. Now, it is a good question. 

You are the new administrator, are you not ? 

Mr. Harding. I am the Acting Commissioner. 

Mr. Harvey. Well, you are making policy. 

Mr. Harding. Yes, sir. 

Mr. Harvey. J ust what is your policy going to be ? 

Mr. Harding. My policy, sir, is a continuation of the policy which 
we have followed rather consistently for the last several years involv- 
ing a very vigorous enforcement of the law as regards foundations, 
exempt organizations of all types. 

I would like to mention, however, that we are confronted with a very 
difficult statute to administer. We have been notably unsuccessful 
where we have brought these cases into court. We are doing, in my 
opinion, a very vigorous job within the limitations of the law and the 
limitations of the courts opinions on the law. 

Mr. Harvey. I think you have been very honest in your answer. 

You are a competent executive, I am sure, and you say you have not 
been too successful in prosecuting cases that were brought to your 
attention. How successful have you been with this particular piece of 
legislation ? How successful have you been in the type of desist warn- 
ings to them? Has that been tried ? 

Mr. Harding. Oh, yes, sir. 

Mr. Harvey. Would you say that has beeen a very successful opera- 
tion ? 

Mr. Harding. I think that generally you could say that it has been 
successful. Whore these transactions are pointed out to them, their 
exemption was threatened or where it has heen suspended for one or 
more years there have been a number of foundations and other exempt 
organizations that have gotten into line. This area of activity is more 
successful than our action in the courts. 

Mr. Harvey. Well, I think it is important for us to know that. 
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Now are you ready to give the Subcommittee a definite recommenda- 
tion with the regard to the amendment to the law that will make your 
efforts more effective if you do have to prosecute? 

Mr. Harding. As I pointed out, Mr. Harvey, we are under somewhat 
of a limitation on making legislative recommendations, since this is the 
prerogative of the Treasury Department. _ 

I am informed by Mr. Dillon and Mr. Surrey, of his staff, that a 
very intensive study of the law, of the problems inherent in the law is 
currently underway, and that legislative recommendations to the Con- 
gress will be forthcoming in the not too distant future. Wo will co- 
operate and are cooperating with the Treasury Department in that 
endeavor. 

Mr. Harvey. It would be inconceivable to me that the Treasury 
Department — and this is in no sense downgrading their capabilities— - 
did not consult with you before making the recommendations. 

Mr . Harding. You can be assured, sir, this they do. They are con- 
sulting with us continuously. 

Mr. Harvey. Thank you. 

The Chairman. Since 1960, has the IRS, on its own initiative, ever 
forwarded to Congressional Committees, the White House, or other 
government departments information regarding foundations’ serv- 
ices — such as research, markets studies, etc., being made available to 
certain businesses on a preferential basis? Did you answer that? 

Mr. Harding. I answered in-so-far as our examination practices are 
concerned. 

The Chairman. Would you give us examples of some cases? 

Mr. Harding. We will attempt to find cases ; yes, sir. 

(Following is the information submitted by the IRS under date of 
October 2, 1964 :) 

Four cases of the type suggested are outlined from Service flies as 

follows : , , . . , , 

(1) An organization, which was first created by trust indenture, was 
reorganized as a charitable corporation. Its stated aim is teaching 
and disseminating economic knowledge with a view to advancing the 
welfare of the American people. The organization’s charter author- 
izes it to do everything necessary, suitable and proper for accomplish- 


mg us piupuscct. . , . 

“Members” of the corporation are those individuals who subscribe 
to its publications. Subscription rates of publications are fixed to 
yield a profit to the corporation. Periodicals contain articles con- 
cerning current economic events, money-credit trends, reports, such 
as statistical indicators of business-cycle changes, etc. Subscribers 
are entitled to receive a quarterly list of recommended securities which 
is also published by the organization. A supervisory service is offered 
by the organization to its members. This service consists of specific 
recommendations for sale and purchase of securities making up a 
specific portfolio. A charge of one-fourth of one percent of the 
total value of the portfolio is charged for this service. 

A sustaining membership is available to persons paying $35 an- 
nually ; this entitles them to receive all periodicals and books published 
by the organization. „ , 

In comparison to the above services offered to members, the orga- 
nization furnishes copies of its books to approximately 2000 libraries 
and awards two-year scholarships for a course training in research and 
advanced economics at a post graduate level to a limited number of 
persons. In co-operation with three private foundations, the organiza- 
tion was instrumental in establishing an Inter-Foundation Committee 
for Economic Scholarships. Funds for these activities are realized 
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from the organization’s membership fees and from fees charged for 
302Fed S (2d) nt 934 e ) VlCeS ' {Amerioan InHitut o for Economic Research, 

(2) A corporation was organized to encourage fine arts by providing 
education and teaching of the art of architecture and collateral crafts. 

An outstanding architect serves as both manager of the foundation and 
director of all its activities. 

The foundation s objectives are! accomplished by selecting young men 
and women for training as competent builders, architects and designers 
ror industry. Approximately fifty apprentices serve at one time. Tu- 
ltion of $] t >00 a year is paid by each apprentice; this entitles him; to 
room and board and a small stipend. The manager and director selects 
all apprentices and determines all activities undertaken by the founda- 
tion while at the same time continuing his professional architectural 
pursuits. 

The foundation conducts a large architectural practice in all of its 
phases, using its trainees to provide services for which it charges' a fee. 

.(”) „ , organization, was incorporated to promote increase of knowl- 
edge of the applicability of dyes and chemicals in the textile industry 
encouiage practicable research work on chemical processes and ma- 
terials of importance to the textile industry, and interchange the results 
or research and professional knowledge among its members. Member- 
ship' in the organization consists of individuals and companies repre- 
senting substantially all of the textile industry. Research conducted 
by the corporation Is aimed at establishing tests and standards for the 
industry with regard to sales promotion of particular products Re- 
sults of its research are printed in a technical journal. The organiza- 
tion also publishes and sells a technical manual and a “color index ” 

The corporation lias executed a contract with a commercial publisher to 
which it makes available the results of its research for a specific con- 
sideration. Tty the terms of the agreement with the publisher, copies 
of the magazine are distributed to each of the organization's members 
at a stipulated, price paid by the corporation. The corporation’s re- 
search materials are published under a special heading in the commercial 
magazine. 

(4) A practicing physician, together with his father, and another 
physician, executed a trust agreement establishing a foundation for 
scientific purposes, including medical research. The foundation was 
managed by the two physicians for the first two years during which 
time they also engaged in the private practice of medicine. At the end 
of the first two years, the physicians became full-time employees of 
the foundation. 

The foundation receives grants from pharmaceutical companies and 
gifts from local physicians. The research conducted by the founda- 
tion relates solely to the same medical specialization in which the 
physician-trustees practice. The foundation is utilized to conduct 
tests for patients of the physicians ; the foundation charging a set fee 
for them The tests are used in the diagnosis and treatment of pa® 

fn e nu%o lllneSSeS as , wel , 1 , as for res earch purposes. The foundation’s 
facilities are open to all practicing physicians in the area. The foun- 
ation employs a nurse and a part-time research worker. Records and 
studies of the foundation are used by one of the physicians in connec- 
tion with a class taught by him at a medical school and as a basis for 

tio S nr e wnit e n C i t »f^ SiVen 1 by „ the two P h y sieiail s before medical associa- 
tions, hospital staffs, and other organizations. Both of the physician- 
trustees have made contributions to the foundation for which they 
claim a charitable contributions deduction, notwithstanding that they 
“ e 7 full-time employees there. (John Joseph Cranley, Jr., and 
Theresa Cranley (Cranley Research Foundation) Dec. 24, 

609(m), T. C. Memo 1961— f) (IRS letter, October 2, 1964). 

The Chairman. Does the Treasury examine the foundations to 
determine whether foundation income or corpus is being; used to grant 
benefits to a company employee? 

Mr. Harding. Yes, sir. 
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The Chairman. Have you had any such cases ? 

Mr. Harding. Yes, sir. I am sure we have had instances. 

W ° Uld J °" g0t ” P “ *“ lf doz “ 

October 2719640 ^ information submifcted b y the IES under date of 

t^tn KUCateC ? , In tllL ! testimony, such grants may be permissible One of 
the basic problems lias been whether the number of potential benefl- 
C1 *mi eS su .® cien t to form a charitable class. 

The Service has argued that these arrangements are a means of sun 
?“^n°a P d e e^e°t n “Pirated by business" c^fdera'tS 

501 13) of the roai acco “ pllsh s ° me purpose described in section 

ooi(c) (J) or the Code. For the most part wo have been unsuccessful 
(See, e.g., William B. Chase, 19 TOM 234 (1960) and T J Mms Tie On v‘ 
Commissioner, 18 T.C. 188 (1952). moss l le co. v. 

< jf\\ G ^ arlcston Chair Company v. Vs.fi., 203 Fed. Supp. 126 

(E.D. S.C., 1962), however, where 30 percent of the foundation’s aviil- 
thiV eS ° UrCeS was „ used t0 Provide a scholarship for the creator’s son 

s? th “ Mmi - 

&c£££ ta a dispute ’ Mr - Chairm “- 

l. i Here aga ] n ’ Mr - Chairman, is a little nuance of the 

better than j thlnk some of m ? more lea ™ed colleagues could explain 

rn Who lZF r °^ m h ere which we have encountered but, as a general 
M’r m not necessarily prohibited. 

The Chairman-. You may proceed. 

on^n' R0G0V1X - ^corporation could set up a private foundation and 

scholarships to an indefinite class such as the children 

umtoo ™ Pl Ttf ° l th COrporatlon - Certainly if this were, for ex- 
ample, one of the large corporations m the United States with ten 
thousand employees, this type of activity would be an exempt activity. 

JNow, when we find a company foundation making charitable con- 
tributions or charitable grants to its employees, a problem may arise 
with lespect to the class of beneficiaries. If, for example, there are a 
small number of potential beneficiaries, it may be determined that this 
is merely a way of deflecting compensation without the employee hav- 
ing to pick it up on his income tax return. This is the type of situa- 
3 on which we would certainly look into. We have one case of this 
type m court. This is not to say, however, that company foundations 
cannot make bona fide grants to employees or to their relatives. 

Mi. Harding, I believe I recall one case, Mr. Chairman, where some 
60 percent of the foundation’s income was devoted to the educational 
endeavors of the son of the president of the corporation, and we looked 
with great disfavor upon this transaction. 

The Chairman. Mr. Roosevelt. 

Mr. Roosevelt. Mr. Harding, may I ask one question that does not 
bear directly on the problems here but more directly on some other 
problems that I happen to be interested in. 

Is part of your difficulty in following the requests of these founda- 
tions to be certified as being eligible for tax exemption, due to the fact 
that you do not have the personnel available to handle it with dispatch « 
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Mr. Harding. Well, sir, before you came in we discussed the fact 
that the Revenue Service does not really examine these transactions as 
they occur. We see them as part of the records of the organization 
when we examine their returns. . 

On the general question, however, in terms of manpower limitations, 
yes, sir, we do have a problem. We have a problem m all areas of the 
tax’ held in terms of the availability of qualified personnel to make 
the examinations necessary, in our view, to keep the system intact. 

We have in the neighborhood of some 14,000 to 15,000 revenue 
agents throughout the country. This is to do all types of examina- 
tions of all individuals, corporations, tax exempt organizations and 
all the rest, and we have been attempting over the last several years 
to increase the size of that staff in order to do a larger percentage ot 


We are currently examining somewhere in the neighborhood of 
5 percent of the returns hied with us, and we think that this is too 
low for effective administration of the. tax law, and we are attempting 
to increase the size of that staff. We are, of course, limited by the 
appropriations made available to us. 

Mr. Roosevelt. The thing I was referring to deals generally with 
the area of fraternal organizations. 

Mr. Harding. Fraternal 

Mr. Roosevelt. Individual lodges. 


Mr. Harding. Yes, sir. . , , , 

' Mr. Roosevelt. Organizing a corporation. I hey apply to the 
Treasury for a tax exempt certification. Have those types of organi- 
zations been growing in the number as far as applications are 


concerned ? 

Mr. Harding. We have had a general growth in the exempt organi- 
zation held. I cannot testify as to the increase in fraternal organiza- 
tions, but I would assume, just on the basis of the general growth of the 
economy and of the population, there has been a sizable increase in 

that area as well. . 

Mr. Roosevelt. You are pretty well understaffed m your ability 
to handle these applications as they come in. How much do you 
actually do in the way of held investigations on applications for an 
exempt status % ... 

Mr. Harding. Well, these are relatively simple investigations m 
terms of audits as compared to some of the more complicated financial 
operations that you encounter in the foundation area. But we 
typically will spend two or three man-days per examination. 

1 Mr. Roosevelt. Even on an initial application ? 

Mr. Harding. We make no examination on an initial application, 


Mr. Roosevelt. 

Mr. Roosevelt. Why do you have three or four months backlog on 
initial applications ? 

Mr. Harding. This is a limitation of staff for handling these ruling 
requests as distinguished from our examination of the organizations, 
once they are in being and are filing tax returns. There are two 
separate problems. 

Mr. Roosevelt. Yes, I recognize that. But, on the other hand, 
when you grant them, which is the first problem, you then have a 
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second problem. My real interest here is not only that I think it is a 
little difficult to get individual applications delayed as long as they 
seem to be delayed but, secondly, -whether we ought to look into the 
tremendous growth in this area as something that should possibly be 
discouraged. I happen to notice in the Los Angeles area that many of 
the fraternal orders have turned to this method of doing good deeds, 
making their donations tax exempt by organizing this kind of tax 
exempt organization within the other organization which is frankly 
for different purposes. I wondered if you had any comment as to 
whether this is getting to be a problem. 

Mr. Harding. We are in very serious difficulty in processing the 
entire field of exempt organization applications throughout the coun- 
try. It is growing, as I said, in total tremendously. We are now 
running in the neighborhood of 12,000 applications a year, and we 
have a relatively small staff for the purpose of processing those appli- 
cations. We have recently increased that staff, however. 

Mr. Koosevelt. Yes, sir. Well thank you, Mr. Harding. 

The Chairman. Mr. Harding, we have more questions we would like 
to ask you. I conferred with you before we commenced this after- 
noon, and you stated you could not conveniently bo hero Friday since 
you are going on vacation commencing then. Lut you could be here, 
say, the Monday following? 

Mr. Harding. I think we discussed the date of the 31st, Mr. Chair- 
man. That being the last Monday of this month. 

The Chairman. Yes, sir. Will that be satisfactory ? 

Mr. Harding. That will be quite satisfactory. 

The Chairman. We will be quite willing to do that, and I have 
conferred with the members, and we will just recess your part of this 
until Monday the 31st at 10 o’clock here in this room then, Mr. 
Harding. 

Mr. Harding. That will he fine. 

The Chairman. Thank you and the other gentlemen for your coop- 
eration. 

Mr. Harding. Thank you for your courtesy. 

The Chairman. We will see you then on the 31st. 

(Whereupon at 3 :25 p.m., August 10, 1964 the subcommittee re- 
cessed, to reconvene at 10 a.m., on Monday, August 31, 1964.) 
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MONDAY, AUGUST 31, 1964 

House of Representatives, 

Subcommittee No. 1 on Foundations 
of tiie Select Committee To Conduct Studies and 
Investigations of tiie Problems of Small Business, 

Washington , D.O. 

The subcommittee met, pursuant to call, at 10 :10 a.m., in room 1301, 
Long-worth. House Office Building, lion. Wriglit Patman (chairman 
of the subcommittee) presiding. 

Present : Representatives Patman, and Roosevelt. 

Al so present : II. A. Olsher, Director of Foundation Studies ; Myrtle 
Ruth Foutch, Clerk ; and Eugene Loehl, Assistant Minority Counsel. 

The Chairman. The committee will please come to order. 

This is the fifth session of hearings of Subcommittee No. 1 on the 
subject of the Federal Government’s supervision of tax exempt foun- 
dations and charitable trusts. 

On behalf of the subcommittee, I should like to welcome our witness, 
Bertrand M. Harding, Acting Commissioner of the Internal Revenue 
Service. 

TESTIMONY OF BERTRAND M. HARDING, ACTING COMMISSIONER, 

INTERNAL REVENUE SERVICE; ACCOMPANIED BY MITCHELL 

R0G0VIN, ASSISTANT TO THE COMMISSIONER— Resumed 

Mr. Harding, we are glad to have you, sir. I would rather have all 
the members here, but they have their problems, and hence have asked 
me to go ahead and take the testimony. Of course, I shall be glad to 
do it, although I would much prefer to have them present. The House 
is not reconvening today, so many Members are away in their districts. 

I shall start the questioning. Mr. Harding, do you feel that you 
have a moral obligation to report to the appropriate governmental 
departments violations of law by foundations ? 

Mr. Harding. Yes, sir, Mr. Chairman. 

The Chairman. You do have that obligation? 

Mr. Harding. Yes, sir. Within the limits of our disclosure statute, 
of course. 

The Chairman. Within the limits of what ? 

Mr. Harding. Within the limits of our disclosure statute. 

The Chairman. Disclosure statute? 

Mr. Harding. Yes. 

The Chairman. What, does that mean? 

181 
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Mr. Harding. There are prohibitions, as you well know, on the dis- 
closure of information. 

The Chairman. You will recall during our hearing of August 10 I 
asked you to explain the fact that the IRS has taken no action on the 
Kaplan Fund for several years, despite the fact that millions of dol- 
lars in tax liabilities may be involved. Whereupon you requested that 
Mr. Rogovin be permitted to consult with us privately, and I acceded 
to your request. 

After due consideration, I believe the public interest will be best 
served if the information imparted to us by Mr. Rogovin is made part 
of this hearing record. Mr. Rogovin informed us that the J. M. Kap- 
lan Fund has been operating as a conduit for channeling CIA funds 
and hence you would rather not discuss the matter for the public 
record. He also indicated that the Fund’s operations with the CIA 
was the reason for the lack of action on the part of the IRS. 

During our hearing of August 10, 1 asked you to obtain the complete 
file on the ,T. M. Kaplan Fund, including correspondence, memoranda, 
summaries of hearings, conferences, etc. Have you brought that file 
with you, Mr. Harding? 

Mr. Harding. Mr. Chairman, I have not brought the file with me. 

It was my understanding from our last hearing that we were in agree- 
ment that since the case was under active investigation by the Internal 
Revenue Service that it would be improper for me to comment on the 
material in that file. 

The Chairman. For the moment, at that time, we passed it over. 

But now, under the circumstances, we want you to produce the file 
and, of course, there are two ways we can do that. One is by a re- 
quest, and the other is by subpoena. I do not think you would want 
a subpoena issued for the file. Are you going to produce it for us ? 

Mr. Harding. Well, the investigative file, Mr. Chairman, is, as I 
indicated, in New York. 

The Chairman. It has been about three weeks, Mr. Harding. 

Mr. Harding. Mr. Chairman, my understanding was that we had 
agreed between us- 

The Chairman. I think, if you will read the record, we made it 
rather plain that we wanted to have it at this time. We are going to 
have to request you to produce that file. Will you do it ? 

Mr. Harding. Mr. Chairman, I would like to consult, and answer 
th at question later. W ould that request be satisfactory, sir ? 

The Chairman. You mean this morning? 

Mr. Harding. Yes, sir. 

The Chairman. That will be all right. 

Did the CIA ask the IRS for its opinion as to whether the Kaplan 
Fund should be used as a conduit to channel CIA fimds ? 

Mr. Harding. Mr. Chairman, I have no personal knowledge of the 
CIA’s connection with this case. 

The Chairman- You have no personal knowledge? 

Mr. Harding. No, sir; I do not. 

The Chairman. Do you, Mr. Rogovin ? 

Mr. Rogovin. Yes, sir ; I have limited knowledge about it. 

The Chairman . Y ou have limited knowledge about it ? 

Mr. Rogovin. Yes, sir. 
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The Chairman. Well, I shall ask you the question. Did the CIA 
ask the IRS for its opinion as to whether the Kaplan Fund should be 
used as a conduit to channel CIA funds ? 

Mr. Rogovin. It did not, to the best of my knowledge. 

The Chairman. Did the IRS recommend to the CIA that the Kap- 
lan Fund be used as a conduit to channel CIA funds ? 

Mr. Rogovin. Again, not to the best of my knowledge. 

The Chairman. You don’t know anything about it, Mr. Harding ? 

Mr. Harding. No, sir; I have not been dealing with the CIA in any 
matters. 

The Chairman. Since this is a matter of such great importance, I 
do not understand why you did not have something to do with it. 
You were acting for the Director often times, were you not, Mr. 
Harding? 

Mr. Harding. Yes, sir, I was; for the Commissioner. 

The Chairman. You have been there for 13 years, haven’t you? 

Mr. Harding. Eleven years. 

The Chairman. Eleven years — and you knew nothing about this? 

Mr. Harding. We have an arrangement, Mr. Chairman ; in dealing 
with the CIA we have to have very limited numbers of people in- 
volved in these relationships, and Mr. Rogovin represented the Com- 
missioner in all dealings with the CIA for our office. 

The Chairman. He has all the information with reference to this? 

Mr. Harding. Well, he has such information as he has ; yes, sir. 

The Chairman. All right, I shall ask him. 

At the time that the CIA-Kaplan Fund-IRS arrangement was be- 
ing discussed, did the IRS inform the CIA that the Kaplan Fund 
was under investigation by the IRS ? 

Mr. Rogovin. Mr. Chairman, the CIA did not advise us or ask us 
for our advice regarding their dealings with the Kaplan Fund. We 
became aware of the CIA’s interest in the Kaplan Fund when they 
contacted us to indicate that they had been led to believe that an audit 
was being conducted of the Kaplan Fund. They were concerned as 
to whether or not their interest in the Fund would be made public 
and whether their interest in the Fund would to any degree jeopardize 
the status of the Foundation. 

The Chairman. When was that ? 

Mr. Rogovin. I believe it was in late 1961, I am not sure of the 
date. I think Mr. Olsher- 

The Chairman. What is that now ? 

Mr. Rogovin. I believe it was in late 1961. I am not sure of the 
date. 

The Chairman. In May 1961 that is the first knowledge you had 
of it? 

Mr. Rogovin. No, I said late 1961. I am not sure of the date, no, 
sir. 

The Chairman. You had no knowledge of it before that time? 

Mr. Rogovin. That is correct. 

The Chairman. How long had it been carried on between the CIA 
and the Kaplan Fund, to the best of your information, before you had 
knowledge of it? 
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Mr. Eogovin. 1 believe they indicated it was within a year or so 
prior to that. I believe Mr. Olslier has the specific dates from dis- 
cussions with CIA. 

The Chairman. Let me see, this question was, at the time that the 
CIA-Kaplan Fund-IES arrangement was being discussed, did the 
IES inform the CIA that the Kaplan Fund was under investigation 
by IKS? Did you inform them? 

Mr. Eogovin. No, sir. First of all, there was no arrangement, and 
if I could take a second to indicate, in our discussions of August 10, 1 
don’t believe I indicated that 

The Chairman. You put a specific date, I had not heard you men- 
tion that before — August 10. 

Mr. Eogovin. The fourth session of the Subcommittee. 

The Chairman. Yes, sir. 

Mr. Eogovin. When I approached the bench. 

The Chairman. That is three weeks ago. That was not 1961. 

Mr. Eogovin. That is right. I just wanted to revert back to that 
point, to indicate if I could for a moment 

The Chairman. Yes, sir. 

Mr. Eogovin (continuing). That the Eevenue Service’s action with 
respect to the Kaplan Fund has not been terminated nor have we 
changed our legal opinion or conclusion because of the CIA. What I 
was pointing out at that time v r as that it was a sensitive matter; we 
were dealing with it in a sensitive fashion, and there was some time 
delay as a result. But not that our decision was going to be changed 
in any respect. 

Now, going back specifically to the question asked, there was no ar- 
rangement between the Eevenue Service and the CIA dealing w T ith the 
Kaplan Fund. They advised us 

The Chairman. In other words, they just told you. 

Mr. Eogovin. They told us that they had been dealing with the 
Fund. 

The Chairman. Yes. 

Mr. Eogovin. And that they were not aware of the fact that the 
Eevenue Service, the New York District, was examining the Fund, 
and they just wanted to alert the Washington Office of Internal 
Eevenue 

The Chairman. That was 1961 ? 

Mr. Eogovin. Yes, sir ; I believe it was. 

The Chairman. And you did not inform them that the tax exempt 
status of the Kaplan Fund had been recommended for revocation in 
1957 and again in 1958 ? 

Mr. Eogovin. I would assume that they knew at that time that w T e 
were examining them for the possibility of revocation. 

The Chairman. But you did not give them any information of the 
1957 and 1958 action ? 

Mr. Eogovin. I believe I pointed out to them we had had problems 
with this Fund before ; yes, sir. 

The Chairman. In view of the fact that the Kaplan Fund has been 
under investigation by the IKS for a number of years prior to the 
CIA-Kaplan Fund-IES arrangement, can you tell us why the CIA 
chose this Fund to operate as a conduit for channeling funds? 
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Mr. Rogovin. I believe that would best be answered by a repre- 
sentative of the agency, the CIA. 

The Chairman . Iiow many foundations have been used as con- 
duits for channeling CIA funds during the years 1951 to date? 

Mr. Rogovin. I don’t know the answer to the question. 

The Chairman. Ho you know the answer, Mr. Harding? 

Mr. Harding. No, sir ; I do not. 

The Chairman. Is there any representative of the CIA here ? 

Mr. Harding. Not to my knowledge, sir. 

(Laughter.) 

The Chairman. Do you have a way of securing this information ? 

Mr. IIarding. I think that Mr. Rogovin suggested, Mr. Chairman, 
if you desire testimony on this, the appropriate agency would be the 
CIA. I think we would feel a little delicate in passing this informa- 
tion on even if we had it. 

The Chairman. What are the names of the persons in the IRS who 
participated in the CIA-Kaplan Fund-IRS arrangement at the out- 
set? 

Mr. Harding. I think Mr. Rogovin stated there was no arrange- 
ment, and he has, as I indicated to you, Mr. Chairman, been our con- 
tact in the national office for relationships with the CIA, so I think 
that would be the name that we would supply to that question. 

The Chairman. Mr. Rogovin, you are the one who talked to these 
people. Who talked to you about it ? 

Mr. Rogovin. Who from the 

The Chairman. CIA. 

Mr. Rogovin (continuing). CIA — representatives of their general 
counsel’s office. 

The Chairman. Who are they by name ? 

Mr. Rogovin. Milan Miskovsky. 

The Chairman. Did you have one or more conversations with him? 

Mr. Rogovin. More than one. 

The Chairman. And you think that was in the latter part of 1961. 
Have you had conversations with him subsequent to that time ? 

Mr. Rogovin. Yes, sir ; I have. 

The Chairman. A few times or many times ? 

Mr. Rogovin. Many times. 

The Chairman. You never did tell him that the Kaplan Fund was 
in trouble with the IRS ? 

Mr. Rogovin. My answer to the earlier question was that I did. 

The Chairman. You di d tell him ? 

Mr. Rogovin. Yes, sir. 

The Chairman. At the outset, Mr. Miskovsky is the gentleman to 
whom you talked ? 

Mr. Rogovin. Yes, sir. 

The Chairman. Who are the people at IRS whom you talked to 
about this at the same time or subsequent times ? 

Mr. Rogovin. In speaking with people within the service, I spoke 
to them with respect to this as another case within the Revenue Serv- 
ice ; to secure information as to the status, to look at the file when it 
was in Washington, to generally acquaint myself with it. But there 
was no need to discuss this aspect with individuals who were working 
on the case within the Revenue Service. 
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The Chairman. Mr. Harding said it was assigned to you and you 
handled it 

Mr. Eogovin. Yes, sir. 

The Chairman (continuing) . From the beginning. Was that true? 

In other words — the latter part of 1961 was the first contact, to your 
knowledge, that you had with CIA concerning the Kaplan Fund? 

Mr. Eogovin. Yes, sir. 

The Chairman. And nobody else in the department has handled it 
except you since that time ?■ 

Mr. Eogovin. This aspect of it ; yes, sir. 

The Chairman. Well, have you conferred with any of them about 
it? 

Mr. Eogovin. Well, I have conferred with people within the depart- 
ment, within the Eevenue Service, regarding the substantive issue of 
the case, yes. But this is the normal proceeding within the Eevenue 
Service. 

The Chairman. Was anybody connected with the IES in touch 
with the CIA regarding this Kaplan Fund prior to the time that you 
were approached by the CIA representative the latter part of 1961? 

Mr. Eogovin. Ido not know, I am not sure. 

The Chairman. Do you know, Mr. Harding? 

Mr. Harding. I do not, sir. 

The Chairman. So far as you know then, you were the first one 
approached in the latter part of 1961 ? 

Mr. Eogovin. Yes, sir. 

The Chairman. And you informed them then that the Kaplan 
F und was in trouble with the department, IES ? 

Mr. Eogovin. Yes, sir. 

The Chairman. What was their reaction as to proceeding with the 
Kaplan Fund after having that knowledge ? Did they make any state- 
ment as to what their course would be in the future ? 

Mr. Eogovin. I do not recall any specific statement as to a course 
of conduct on their part. 

The Chairman. In what year and month was the CIA-Ivaplan 
Fund-IES arrangement made ? Of course, you have answered that, in 
which you say there was no arrangement — hut the discussion was the 
latter part of 1961 ? 

Mr. Eogovin. Yes, sir. 

The Chairman. You deny there was any arrangement or discussion 
before your discussion with the CIA representative in the latter part 
of 1961? 

Mr. Eogovin. Mr. Patman, all I can say is that I do not believe any 
arrangement took place. I am not privy or knowledgeable of any ar- 
rangement that took place at any time. 

The Chairman. At any time ? 

Mr. Eogovin. Yes. 

The Chairman. Prior to or subsequent to the latter part of 1961 ? 

Mr. Eogovin. Yes, sir. 

The Chairman. But there were discussions — of which you say there 
were many, subsequent to your 1961 conversation or contact? 

Mr. Eogovin. Let me put the record straight on that. There were 
a number of discussions. I believe the question you asked before was 
on how many occasions did I speak with Mr. Miskovsky, and I said 
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on manv occasions. With specific reference to the Kaplan Fund., I 
believe there were something less than a half dozen or so discussions. 

The Chairman. Yes. And, Mr. Harding, you insist that you do not 
know anything about any arrangement between CIA and IRb either 
prior to the latter part of 1961 or subsequent to that time i 
Mr. Harding. That is correct, sir. 

The Chairman. You do not know of any arrangement o± any kind, 
you had no discussion with CIA people about — . 

Mr. Harding. No, sir; I have never discussed this matter wilh CIA 

P6 The' Chairman. In what year and month did the Kaplan Fund 
make its first output of CIA funds ? 

Mr.KoaoviN. I am not aware of that, Mr. 1 atman. 

The Chairman. You do not have any knowledge of any funds being 

^Mi^Rogovin. No, sir. I believe again CIA would be the appro- 

P1 The ^Chairman. In what year and month did the Kaplan Fund 
make its last output of CIA funds? Were you m on that, Mr. 
Rogovin? 

Mr. Rogovin. No, sir. . rr l 

The Chairman. In what year and month was the CIA-Kaplan 
Fund-IRS arrangement terminated? Well, of course, you deny there 
was an arrangement. But has the discussion terminated between you 

an Mr^^GOT^ r *Id?n.ot n believe that there has been a termination. I 
believe after our last session before your Subcommittee I brought to 

the CIA’s attention your interest in this Fund. 

The Chairman. And is Mr. Miskovsky the gentleman you have 
been in conversation with ? 

The Chairman. And he is the only one at CIA that you dealt with ? 

Mr. Rogovin. No, I dealt with the general counsel, Mr. Houston. 

The Chairman. What is his name ? 

Mr. Rogovin. Lawrence Houston. 

The Chairman. A few times or many ? 

Mr Rogovin. Half a dozen times. 

The Chairman. If the Kaplan Fund started to operate as a con- 
duit for the channeling of CIA funds in 1961, why should this affect 
any tax liabilities for the years prior to 1961 ? 

Mr. Rogovin. I am not aware that it should. 

The Chairman. According to the law it should not, should it . 

The^iiAiRMAN. h How r much money did the CIA channel through 
the ,T. M. Kaplan Fund, do you know, Mr. Rogovin ? 

Mr. Rogovin. No, I do not. „ 

The Chairman. The IRS has the responsibility to see that a foun- 
dation’s funds are used in accordance with the law Has the 1Kb 
examined the Kaplan Fund to determine whether the CfA hmds-- 
which are, of course, public funds— were actually disbursed by the 
Kaplan Fund ? Mr. Harding, will you answer that ? 

Mr. Harding. Not to my knowledge. 

The Chairman. What about you, Mr. Rogovin. 
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it Mr ‘ ?ii G0Vm ' J be[ievc during the audit examination one of the 

whTre 0t 4nd eX if n tl natl0 / 1 *7 determina tion was as to what funds went 

f°7 UP recei P ts of the Foundation, 
they would be traced through to determine what projects it supported 
f } hQ v Chairman Has the IRS verbified that the CIA funds were 
actually disbursed by the Kaplan Fund, Mr. Harding ? 

Mr. Harding. J do not know of any such verification. 

ilie Chairman Do you know anything about this— Mr. Rogovin? 

be mi-t of A fi;l m l RS Pa ^ 0f ^ he audit examination, this wodd 
be pait of the verification. The District Office did not know of the 

Fund^iust 61 ^ ^tWw, W 1? tll ?, Kap,an fund, and audited the Kaplan 
Ti j ^ t the * y oul d audit any other exempt organization 

V on-^T MAN ,‘ Mr - A Hardin g- 1 cannot understand why it is that 
you who have been Acting Commissioner for so long— have no 

^^IIvRmNo 11 ^ a ri and have legated all to Mr. R^govin. 

er’fnamelonijb'Am thatjciicl voiinot^C *** ““ “■ 

iSS Wh6 " the Commissim ™ <■**■* I acted in hie 
ff 6 ,. Chairman. I know you did. But you signed his name and 
* Mr. a period 0f years ’ did y0U not ? 

years? Chairman - You acted for th e Commissioner over a period of 
Mr. Harding. In his absence. 

The Chairman. Yes. You know it was brought out here that his 
name was signed to documents that he said he did not si-n at all. 

Mr. Chairman. 0 ’ never Slglled Mr - Caplin’s name to any document, 

The Chairman Who signed his name then when he did not sign it* 

M^EdlrSrVin belleVe ^ teStified when was° here that 
ments. 1 was autb °rized to sign his name to certain docu- 

7"^?, Has the IRS verified that the CIA funds were 

actually, disbursed by the Kaplan Fund, Mr. Rogovin « 

that^he District n? 6 ™ m f s P onse to this question I pointed out 
CIA aml^hmKaphin Fund? ° f reIatio ^hip between the 

n;Ti ^ Prvm EM t N 'j Ydlen was that information given to you that the 

,;i5'- IiOGOV 7?' 7 X have never advised the District Office of anv rela- 
tl° TT iP i aiK i 1 d 3 ° 1 ll0t believe the CIA has, and I do not believe that 
the Kaplan Fund has, so that to the best of my knowledge until voo 

tnm^AA 108 ”'’’ P " Hic dW «" ra ' -ASi “ofit 
Known, and, as a consequence 

Rational 'office^tbe nffic^iL Pnow ’ ^ r - Harding, whether or not the 
national Uffice, the office that you have charge of now, as Acting Com- 
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missioner — has verified that the CIA funds were actually disbursed by 
the Kaplan Fund? You have not gone into that at all? 

Mr. Harding. No, sir; I have not. 

The Chairman. Y ou have no knowledge of it ? 

Mr. Harding. I have no knowledge of it. 

The Chairman. What method did the IKS use to verify whether 
the CIA funds were actually disbursed by the Kaplan Fund? Mr. 
Rogovin, do you know anything about that ? 

Mr. Rogovin. Yes, sir. As I pointed out, the District Office would 
examine the Kaplan Fund in the same fashion that they examine any 
other charitable foundation. They did not — they were not aware that 
there was such a thing as CIA funds. 

Now, I would think that the CIA would be a good organization to 
question as to what methods they used to verify to see that their funds 
were used to support the projects that they are interested in. But 
the Revenue Service did not make any special efforts because the Dis- 
trict was not aware of the significance of one set of dollars as compared 
to another set. 

The Chairman. I assume that you would be dealing with the right 
people who would have knowledge of it at. CIA, and I assume that 
those people would be the two whose names you have mentioned earlier, 
including, first, the general counsel. 

Mr. Rogovin. Yes, sir. 

The Chairman. I have here the tax returns of the J. M. Kaplan 
Fund for the years 1961, 1962, and 1963. I shall hand you these tax 
returns for your inspection, and we will recess for fifteen minutes in 
order to give you an opportunity to examine them. Please examine 
the income and contributions received columns and then tell us where 
you find receipt of CIA funds. We will take a recess for, say, fifteen 
minutes. 

(At this point a short recess was taken.) 

The Chairman. Have you concluded looking over it, Mr. Harding ? 

Mr. Harding. I have, Mr. Chairman. 

The Chairman. Do you find any information there which would 
lead you to believe that any funds have been received from the CIA 
or any government agency ?_ 

Mr. Harding. As you might expect, Mr. Chairman, I see no indi- 
cations of any CIA money on the returns. 

The Chairman. And those are for what years? 

Mr. Harding. Form 990-A for 1961, 1962 and 1963. 

The Chairman. Well, Mr. Rogovin has not returned 

Mr. Harding. Yes, sir ; he will be right back. 

The Chairman. I think I would like him to be here when I make 
the next short statement preceding a question. 

Are you ready to proceed, Mr. Rogovin ? Are you ready for us to 
proceed ? 

Mr. Rogovin. Yes, sir. 

The Chairman. A few days after our hearing of August 10, Mr. 
George Cary, who described himself as assistant legislative counsel of 
the CIA, called on me. Mr. Cary stated that the J. M. Kaplan Fund 
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had been used as a conduit for channeling CIA funds but he knew 
very little about it. Mr. Cary said he wasn’t sure of the dates but he 
guessed that the CIA-Kaplan Fund-IRS arrangement was made in 
1960 and terminated in 1962. According to Mr. Cary, this was all he 
knew about the arrangement. Hence, his visit to me didn’t make 
much sense. 

I suggested that Mr. Cary also speak with Mr. Olsher. Mr. Cary 
transmitted to Mr. Olsher the same earth-shaking information but 
promised to phone-in the month and year in which the CIA-Kaplan 
Fund-IRS arrangement was made, as well as the month and year of 
termination of the arrangement. A couple of w T eeks later, on August 
25, Mr. Cary phoned Mr. Olsher to tell him that it appears as though 
the CIA-Kaplan Fund-IRS arrangement was made in 1959 and 
terminated in 1961. He did not know the month in which the arrange- 
ment was made or the month in which it was terminated. Mr. Cary 
also said that he thought Messrs. Rogovin, Dunlap and Worley of 
the IRS handled the original arrangement, but the latter two gentle- 
men were no longer with the IRS. When Mr. Olsher indicated that 
he (Cary) was to give him the month and year of the arrangement and 
the month and year of the termination, Mr. Cary answered that he 
had misunderstood Mr. Olsher but would obtain the information. 
Nothing has been heard from Mr. Cary since then. Now then, who is 
Mr. Cary, Mr. Rogovin ? 

Mr. Rogovin. I have only spoken with Mr. Cary on one occasion, 
and he identified himself as assistant legislative counsel for the CIA. 
That is the only knowledge I have. 

The Chairman. I did not quite understand. As what? 

Mr. Rogovin. I believe as assistant legislative counsel. 

The Chairman. On the Hill or off the Hill ? 

Mr. Rogovin. I do not know where his specific duties are. 

The Chairman. You do not know him ? 

Mr. Rogovin. I have only spoken to him on the telephone, and that 
was for a brief conversation. 

The Chairman. Now, these two gentlemen here who were mentioned 
by Mr. Cary — Mr. Dunlap and Mr. Worley — they are not with the IRS 
any longer ? 

Mr. Rogovin. That is correct ; they are retired. 

The Chairman. Are they around Washington ? 

Mr. Rogovin. I do not know, sir. 

The Chairman. Do you know if they had any contacts with the 
CIA preceding the time that you were contacted by the CIA? 

Mr. Rogovin. I am not sure. I do not know, sir. 

The Chairman. Either one of them ? 

Mr. Rogovin. I do not know. 

The Chairman. Who in the IRS asked Mr. Cary to see me, do you 
know that ? 

Mr. Rogovin. I spoke to Mr. Miskovsky after our last session and 
advised him of the questioning and what I had spoken to you in 
confidence about. And repeated what you had at that time said : in 
essence, that if they wanted to come and talk to you you would listen, 
but that you had no 
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The Chairman. That is right, I did that, too, and 1 
o i „x* i Tint wVipti tliev did not come. forward with, a person 

to furnish information which they never follow through with then, 

T feel that they are trifling with me and I no longer have any ob lg 
to to ftT They failed to tanish to necessary information 
earlier and they have not yet come through with it. , „ ■, 

Mr Com I am sure if Mr. Olsher has called or requested ad- 
ditional information they would have been as cooperative as possible. 

£c"rWell>ot only did Mr. Cary call me, but he also 
called Mr. Olsher. Mr. Cary called Mr. Olsher, and Mr. Olsher m 
quired about certain information which was to be ; toiled ^ ^ 

Cary — none of which has been submitted either to Mr Olsher or 
me/ It seems to me that this purported or alleged 
arrangement is being used as a gimmick or diversionary tactic lor the 
purposed “ . aSemptfng to stop>s Subcommittee from proceeding 

to the need for ™ in 
this matter if the CIA or the IRS had presented information which 
was meaningful and could be relied upon. But, when the mforaiataon 
furnished by the IRS and CIA consists solely of a hint th atlhadbct 
ter not touch this because it involves foreign ?P ®™ tlons f 
this can hardly be classed as convincing evidence that secrecy is 

"^Additionally , our study of the J. M. Kaplan « oper^ions^ 
dicates a large possible tax liability as well as violations of : Tteas ry 


regulations and abuse of its public trust, including sell-ueaiing to 
the detriment of the Fund’s stated charitable purposes. Moreover, 
lihe Congress provides the funds for CIA operations and hasrthe re- 
sponsibifity to see that the funds are properly disburscdandade- 
quately supervised. I, personally have the conviction that the ex- 

Fund, The Beacon Fund and The Kentfield Fund : 

nS and addresses of the officers directors, or trustees at the close 

Copies of cxemptfon application ®Form 1023) and supporting documents, 

including subsequent amendments. 

Copy *of /barter ^/arUcle/o^lnTOrporatfon 11 ! if ^he/oundation is not 

beginning 1951. t 

Also, please advise as to (a) the years, beginning with 1952, durmj 

Fund from the above organizations during the years 1961 through 
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1J63 are shown below. The addresses of these donors 
on the Fund’s tax returns, despite the fact that such 
required by Treasury regulations. 

Donor Year Amount I Donor 

Gotham Foundation — 1961 $83, 000 Andrew Hamilton 


do not appear 
information is 


Michigan Fund 


The Price Fund 


The Edsel Fund- 


1962 

1963 


1961 

1962 

1963 


83, 000 


63,000 


63,000 


Fund_ 


Borden Trust- 


Year 

1961 

1962 

1963 


1961 

1962 

1963 


1961 $50, 000 

1962 75, 000 

1963 60, 000 


185, 000 


1961 

1962 80, 000 

1963 50, 000 


The Beacon Fund- 


1961 

1962 

1963 


Amount 
$62, 950 

62, 950 
50, 000 
90,000 
140, 000 


$30, 000 

100, 000 

130, 000 


The Kentfield Fund__ 


1961 

1962 35, 000 

1963 95, 000 


130, 000 I 130, ooq 

The Chairman. Will you submit the addresses right away, in other 
words, by tomorrow, and the rest of it can come later on? But we 
want all the information. Are you in a position to furnish that, Mr. 
Harding ? 5 

Mr. Harding. 1 am not sure where these returns are, Mr. Chairman 
at the moment. I will certainly do my very best, we will certainly 
do our very best, to give you all the information we can as soon as 
possible. 

The Chairman The addresses you would certainly be able to give. 
Mr. Harding. If we can locate the returns. 

AT r ^ le CiiwiRMAN. Shouldn’t there be some reference to them in the 
Natioual Office . f thought you had a file on all exempt organizations. 

Mr. Harding. 1 his is true since 1962. From that date we started 
accumulating copies of returns in the National Office. 

. . Roosevelt. You would have an address for them in the Na- 
tional Office. 

Mr. Rogovin. To the extent they are exempt organizations. Thev 
m Wwen be private trusts that are not charitable trusts. 

would have Biem? ^ >Ut an ^ ^ iCm are ex empt organizations you 
Mr. Rogovin. Yes, sir. 

The Chairman. And the others, if you have them, you will furnish 
them, Jet us say, by tomorrow — just the addresses ? 

Mr. Rogovin. Yes, sir. 

The Chairman. All right ; fine. 

. ^formation concerning the eight foundations was furnished 

to the subcommittee m executive session.) 
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The following are a m ong the questions I asked you during our hear- 
ing of August 10 : 

Has the IRS examined the movement of funds between Mr. 
Kaplan and the Foundation to determine whether such activi- 
ties were engaged in for the purpose of obtaining certain tax 
advantages for Mr. Kaplan ? 

Would you agree that Mr. Kaplan has engaged m sell-deal- 

ing with his Fund? , 

What were the reasons for the substantial borrowing that 
took place between the Fund and Mr. Kaplan or the companies 
controlled by him? 

Would you agree that the Fund has made speculative in- 
vestments in companies operating at losses, paying little or 
no dividends, and whose stocks have poor marketability? 

Would you say that the investments made by the Fund are 
typical of those which a trustee of a charitable foundation 
usually makes in order to preserve the principal and to secure 
reliable income ? 

If these speculative investments cannot be considered as 
desirable for a charitable foundation, would you agree that 
the size of such investments by the Fund indicate that the 
basic intention may have been not one of investment but rather 
an attempt to create business opportunities for Mr. Ivaplan 
through the utilization of the Fund’s assets? For example, 
the Lee National Corporation has a very thin market and has 
not paid dividends since early 1962. The Illinois Brick Com- 
pany is listed only on the Midwest Stock Exchange and has a 
small amount of trading. . „ , . 

In your view, what is the justification for a foundation 
making this type of investment? . 

Would you agree that the Fund’s business activities may 
have operated to the detriment of its primary purposes? 

You answered these questions by stating that the Kaplan Fund is 
under continuing investigation by the IRS and you preferred not to 
comment on these matters while you are investigating them. # 

What is the scope of the IRS investigation of the Kaplan Fund ( In 
other words, what has the National Office of the IRS been investigating 

since it became involved in this matter in 1958 ? . 

Mr. Harding. Mr. Chairman, the scope of the investigation o± the 
Kaplan Fund is to determine whether or not it shall continue as an 
exempt organization. The examination is not being made by the JN a- 
tional Office but is being made by our New York District Office. 

The Chairman. Mr. Harding, the recommendation to revoke the 
tax exemption of the Kaplan Fund was made m 1957 and repeated 
again in 1958. The case was sent to the National Office m 1958. JN ow— 
6-7 years later— you tell us that you are still investigating, investigat- 
ing, and investigating. Why should it take six years to pass on some- 

Harding. Well, Mr. Chairman, as I recall, the final determina- 
tion, the last determinationj made by our Third District Director, Mr. 
Moe, was that the organization did retain its exempt status. 
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The Chairman. When was that ; what year was that ? 

Mr. Harding. I believe it was in the chronology that you presented 
for the record, Mr. Chairman. We can look it up. 

The Chairman. Apparently, you didn’t rely upon Mr. Moe’s recom- 
mendation or you would not have had a continuing investigation since 
that time. 

Mr. Harding. We have some additional information, Mr. Chair- 
man, as you will recall ; we discussed that privately. 

The Chairman. Do you have the conclusions of the recommenda- 
tions made by the District Director in 1957 and 1958 ? Do you have 
them with you ? 

Mr. Harding. No, sir; I do not. We did see copies of their letters. 

The Chairman. I think we have all of them, and also the one where 
Mr. Moe, the Director, recommended against revoking the tax exemp- 
tion, I believe, in 1960. 

Is the IRS investigating the reasons for the National Office approval 
of District Director Moe’s recommendations of March 20, 1960? 

Mr. Harding. Hie reasons for the National Office approval? 

The Chairman. Y es, did you actually approve it ? 

Mr. Harding. Yes, sir ; that was done. 

The Chairman. How long did it take you to approve it ? 

Mr. Harding. I do not recall the dates on that, Mr. Chairman. 

The Chairman. Well, was it a few weeks or a few months? 

Mr. Harding. Well, the case was in process for several years, as 
you will recall, with two denial letters and one approval letter, all of 
those having been subject to National Office review. 

The Chairman. And you are investigating that now ? 

Mr. Harding. Yes, indeed, sir. 

The Chairman. Mr. Roosevelt. 

Mr. Roosevelt. The 1957 and 1958 recommendations were over- 
ruled, I believe, in 1960, is that correct, by the National Office? 

Mr. Harding. My recollection, Mr. Roosevelt, is that the District 
Director came m a third time for technical advice to the National 
Office. He received technical advice, and on the basis of that advice 
he issued an approval letter. 

Mr. Roosevelt. Is there any record of what that advice was? 

Mr. Harding. Yes, sir. 

Mr. Roosevelt. Can you submit that for the committee ? 

Mr. Harding. That was part of the material to be submitted, Mr 
Roosevelt, m response to your request, and added to the record That 
has not been submitted as yet. 

Mr. Roosevelt. That has not been submitted ? 

Mr. Harding. No, sir; it has not. m 

Mr. Roosevelt. "What has happened to it ? That was three weeks 
ago. 

Mr. Harding. I am sorry, Mr. Roosevelt. I have been on vacation 
and, with the Chairman’s agreement, I was allowed to withhold the 
submitting of that additional information until after I returned and 
had an opportunity to review the work of the staff done in my absence 
and I returned to work this morning. ’ 

Mr. Roosevelt. Since I have been away a week myself. I o-uess I 
cannot criticize that. * 
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(The information submitted by the IRS, under date of October 2, 
1964, appears on page 196. Also, see Exhibits 12 through 26, pages 
312-342.) 

The Chairman. Is the IRS investigating possible tax liabilities of 
the J. M. Kaplan Fund, Mr. Kaplan personally, or Kaplan-controlled 
enterprises? 

Mr. Harding. I am not aware, sir, of whether we have investiga- 
tions going on the taxable entities or not. 

The Chairman. But you have it on the Fund? 

Mr. Hrding. On the Fund; yes, sir. 

The Chairman. The others would be somewhat related, would they 
not ? 

Mr. Harding. They might be related ; yes, sir. 

The Chairman. If they were related, I wish you would point it out. 

Mr. Harding. Yes, sir. If there is something in the Fund’s investi- 
gation which disclosed personal liability. 

The Chairman. For what years is the IRS investigating possible 
tax liabilities of the J. M. Kaplan Fund, Mr. Kaplan personally, or 
the Kaplan-controlled enterprises ? What years are you investigating, 
we will first say, the J. M. Kaplan Fund ? 

Mr. Harding. We are looking into all of the open years. As you 
will recall, Mr. Chairman, this was a question we did not resolve at 
the last hearing as to which years were open, but wo will have all open 
years examined during the investigation. 

During our hearing of August 10, I pointed out the following to 
you : 

Mr. Donald R. Moysey, District Director of Lower Man- 
hattan, recommended that the Fund’s tax exemption be 
revoked retroactively. W r e also know that, by letter of Jan- 
uary 7 , 1958, Mr. Raphael Meisels, successor to Mr. Moysey, 
upheld the latter’s recommendation that the Fund’s tax ex- 
emption be revoked “retroactively and progressively.” 

Then by letter of March 24, 1960, Mr. Kenneth W. Moe, 

District Director of the Lower Manhattan District and suc- 
cessor to Mr. Meisels, overrode the recommendations of the 
two previous District Directors, and advised the Kaplan 
Fund that its tax returns for the years 1952 through 1956 
“will be accepted as filed.”, and that the Fund “was exempt 
from Federal income taxes for such years”. 

The Chairman. Mr. Moe’s letter of March 24, 1960, to the Kaplan 
Fund gives no indication of why the Fund’s tax returns were accepted 
as filed for the years 1952 through 1956. You stated that you would 
supply for this record the reasons for the IRS decision that the Fund 
“was exempt from Federal income taxes for such years”. You may 
now give us that information. 

Mr. Harding. Mr. Chairman, as I just pointed out, I have only 
returned to the office this morning, and I have not had an opportunity 
to review that information. I will supply it in accordance with our 
agreement for your record. 

The Chairman. Can you do that pretty soon, Mr. Harding? 

Mr. Harding. Just as soon as I have an opportunity to get to my 
desk, sir, and review the material that was prepared in my absence. 
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The Chairman. Yes. We wore very glad to agree that you would 
have time for your vacation, and that you would return today. I 
thought possibly you would have somebody in the office working on it 
during your absence, and you would just have to look it over after you 
had got back. 

Mr. Harding. We have had people working on it during my absence, 
sir, but I have not had an opportunity to review the material. 

(Following is the information submitted by the IRS under date of 
October 2 , 1964. Also, see Exhibits 12 through 25, pages 312-342:) 

The District Director, Lower Manhattan, New York, initially asked for advice 
and comments of the National Office on August 7, 1956 with respect to certain 
transactions which in his opinion formed a basis for a recommended revocation 
of the exempt status of The J. M. Kaplan Fund, Inc. 

The National Office wrote to the District Director on December 31, 1956, indi- 
cating agreement, but suggesting that certain aspects of the case be more fully 
developed. It was also suggested that the District Director follow the estab- 
lished procedures which provide for the organization to be notified of a proposal 
to recommend revocation of its exempt status and to be given the opportunity to 
a conference in the District office, as well as to file a brief in answer to the 
proposed recommendation, indicating whether a conference in the National 
Office might be desired prior to the issuance of any adverse ruling. 

The District Director sent formal notice to the organization on March 29, 

1957, setting forth certain facts and the reasons for his proposed revocation, and 
offering the organization an opportunity to file a protest within thirty days. 

A brief was duly filed by the organization which contended that it was 
formed and operated exclusively for charitable purposes ; that it had been the 
recipient of benefactions throughout its history with little or no benefits accruing 
to its creator and donors ; that its investment practices had been those normally 
incident to those of an investment portfolio ; and that it had not engaged in 
prohibited transactions within the meaning of section 503 of the Internal Revenue 
Code. 

By letter dated January 7, 1958, the organization was advised by the District 
Director that after careful consideration of the brief and a thorough review of 
the issues involved, it was the continued opinion of his office that the recom- 
mendation of revocation was correct and that the file was being forwarded to 
the National Office for further consideration. 

A conference was" held in the National Office on July 8, 1958 at which time 
all aspects of the case were discussed and representatives <of the organization 
were granted the opportunity to file a supplemental brief. The supplemental 
brief, signed by Mr. J. M. Kaplan on November 19, 1958, set forth, among other 
things, a schedule of “Bargain Sales” to the organization, showing that only 
one of these had been claimed as a contribution deduction by the seller; and a 
schedule of the contribution deductions of the contributors of property to the 
organization, showing that of non-cash contributions totaling $14,528,013.18, the 
donors used as income tax deductions only $137,112.69. The supplemental brief 
insisted that this did not represent a situation of a charitable organization 
formed or used to create contribution deductions for the founder and his related 
individuals and companies but rather, a charitable organization to which the 
great bulk of the contributions has been made without regard to tax benefit 
from contribution deductions and, in large part, without the benefit 
of contribution deductions at all. In connection with the assets received by the 
organization as a result of its owning 244,681 shares of Old Welch, Inc., and 
receiving liquidating distributions, the supplemental brief maintained that the 
liquidating distributions were capital gain and not accumulaton of income 
subject to the provisions of section 504 of the Code. With regard to its port- 
folio, the brief asserted that it is a proper exercise of discretion for a charitable 
organization to determine, as a policy, that its charitable objectives are best 
served by conservation and enhancement of its capital so as to provide a continu- 
ing and increasing amount of income for expenditure in its charitable purposes, 
and that this had been its policy. 

On September 23, 1959, the National Office addressed a memorandum of tech- 
nical advice to the District Director. He was informed that all of the facts in 
the case, including the involved and complicated transactions set forth in his 
letter to the organization had been carefully considered. The National Office 
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memorandum advised, however, that even though some of the transactions, when 
viewed separately, may appear to be without the scope of the exemption statute, 
that in considering whether an organization is organized and operated exclusively 
for charitable purposes it is necessary to study its entire operations. The mem- 
orandum stated that while there is considerable doubt that a charitable purpose 
is served if an exempt organization is an integral part of a scheme to avoid 
tax or otherwise serve the private interests of its creators, that in some cases, 
such may be incidental rather than substantial if the primary purpose is in 
fact charitable rather than in furtherance of a selfish motive. The memorandum 
of technical advice to the District Director concluded that upon a review of all 
the facts in the case, the primary purpose of the organization itself, as evidenced 
by its operations, was charitable. 

The District Director was advised that if he agreed with the technical advice 
furnished in the matter, the organization should be advised accordingly. If not, 
the National Office invited further comments. 

Thereafter, by letter dated March 24, 1960, the District Director advised the 
Kaplan Fund that its returns for the years 1952 through 1956 would be accepted 
as filed. 

As has been brought out in the hearing record, there is currently pending a 
recommendation by the District Director that the Fund’s exempt status be re- 
voked for the years 1958, 1959 and 1960. In consideration of the current ease, 
the position taken by the National Office in the technical advice memorandum of 
September 23, 1959 is being reexamined, along with an examination of the 
findings in pertinent court decisions, rulings, etc., since that date. (IRS letter, 
October 2, 1964. ) 

The Chairman. During our hearing on August 10 I asked you the 
following question: “Does the fact that Mr. Moe overrode the prior 
recommendations of the District Director in 1960 mean that the Na- 
tional Office of the IRS cannot do anything about any tax liability 
that may exist for the years 1952 through 1956?” In other words, 
does the statute of limitations kill any possibility for assessing taxes 
for those years? You stated that you did not know the answer to 
that question but that you would submit it for the record at this 
hearing. You may now supply that information. 

Mr. Harding. I am in the same position on this as in all the other 
material, Mr. Chairman. 

The Chairman. We would like to have this as soon as we can, Mr. 
Harding. Would, say, Wednesday morning be unreasonable? 

Mr. Harding. This open year question ? 

The Chairman. Yes, sir. 

Mr. Harding. Yes, sir. I think we can probably get that for you 
tomorrow. 

The Chairman. Tomorrow would be better, if you please. 

(Following is the information submitted by the IRS under dates 
of September 1, 1964 and October 12, 1964. Also see Exhibits 12 
through 25, pages 812-342.) 

With regard to the J. M. Kaplan Fund, Inc. of New York, N.Y., the statute 
of limitations has expired on returns filed by the Fund for the years 1954, 1955, 

1956 and 1957 pursuant to the provisions of section 6501(g) (2) of the Internal 
Revenue Code of 1954. There was, however, no provision corresponding to 
section 6501(g) (2) in the prior Code and it has been held that the filing of an 
information return for years prior to 1954 by an organization believing itself 
to be exempt did not start the running of the statute of limitations. Thus, 
returns filed by the Kaplan Fund for the years 1952 and 1953 would still be open 
for assessment. 

Returns for the years 1958, 1959, and 1960 are those presently under audit, 
and they are open for assessment to June 30, 1965 under consents extending 
the statute of limitations filed by the Fund. Returns for the years 1961, 1962 
and 1963 are, of course, open under the normal three year period of limitations 
to May 15, 1965, 1966, and 1967, respectively. (IRS letter, September 1, 1964). 
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The Service audit of the returns for the J. M. Kaplan Fund for the years 
1958 and 1959 commenced in January 1961 and its returns for the years 1960 and 
1961 were later added to the audit. The scope of this audit also includes con- 
sideration of all the matters on which you have reported or raised questions. 
Completion of this audit is anticipated on or about December 31, 1964. (IRS 
letter, October 12, 1964) . 

The Chairman. I understand Mr. J. M. Kaplan and affiliated 
foundations, as well as several Kaplan-controlled enterprises have had 
substantial stock trading accounts in New York City. Has the IRS 
examined the stock trading accounts of Mr. J. M. Kaplan, J. M. Kap- 
lan Fund, Navajo Corporation, Jemkap, Inc., Nivell Corporation, and 
other Kaplan-controlled enterprises and foundations ? 

Mr. Harding. I would assume, Mr. Chairman, that all of these 
transactions would be incorporated in the investigation currently 
underway in New York. 

(See page 203 and Exhibit 12, page 312 for subsequent response by 
Acting Commissioner Harding. ) 

The Chairman. Mr. Roosevelt. 

Mr. Roosevelt. Mr. Chairman, I am sorry I was late and missed 
some of the previous discussion. But I want to go back to some of the 
statements previously made with reference to the CIA so that I can 
understand the situation. 

Mr. Rogovin, as I understand it, you are the only one now in the 
Internal Revenue who has any in formation regarding this arrange- 
ment that was supposedly made with the Kaplan Fund and CIA? 

Mr. Rogovin. Mr. Roosevelt, in partial answer to your question, 
yes. I am liaison or the point, of contact between the" CIA and the 
Revenue Service. But to correct the record, there was no arrangement 
made regarding any special tax concessions or the like between the 
three parties involved here. 

Mr. Roosevelt. So that, if Mr. Cary told the Committee that there 
was an arrangement, you are not a part of that arrangement and know 
nothing about such an arrangement ? 

Mr. Rogovin. It would sound to me like a poor choice of words, 
“arrangement”, but I am not a party or aware of any arrangement. 

Mr. Roosevelt. Are you able to tell us what the discussion was that 
you had with Mr. Miskovsky, is that how you pronounce his name ? 

Mr. Rogovin. Yes. 

Mr. Roosevelt, when mentioning it the first time, I felt there was a 
certain sense of confidentiality that we might attach to this type of in- 
formation, and would again like to underscore this. I would be very 
happy to discuss all of this material with you and the members of the 
Subcommittee. But I am not sure what the advantage of a public 
discussion of this would be, so I would leave it to your discretion. 

Mr. Roosevelt. If counsel for this Committee has had discussions 
with Mr. Cary, and there is no information so far of a specific nature, 
is it not proper now that we turn to you and say — if you want to do it 
confidentially, that is fine — but would you not agree that we should 
now say to you, “All right, what is the understanding,”— or if you do 
not like the word “arrangement”— what is the understanding that you 
have on this matter and the materials affected ? 

Mr. Rogovin. Certainly, it is a very appropriate question, and I 
would be most happy to discuss it with you and the members of the 
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Subcommittee. . But I would respectfully suggest that we not do it 

m fl' ) EoosE™l Well, Mr. Chairman, I would then like to ask that 
Mr. Rogovin be asked to do that this afternoon at the earliest pos- 
siblo time. 

The Chairman. You mean at a private meeting ? 

Mr. Roosevelt. A private meeting with counsel, yourself, of course. 

The Chairman. And yourself. 

It is possible we can conclude before twelve o clock m time to do 

th Mr. Harding. Mr. Chairman, I would respectfully suggest if such a 
meeting is held that the CIA be represented at that meeting. I am a 
little concerned that the Revenue Service divulge information even to 
this Committee which has been given to us in confidence by the agency. 

Mr, Roosevelt. Mr. Rogovin^ in the questions that the Chairman 
has aireadv given you with respect to the list of foundations starting 
with the Gotham Foundation and ending with Kentfield .foundation, 
the Kentfield Fund, where there is an omission, as there is in this case, 
of the addresses of these foundations would you normally have done 
something to see that these residences were filled m? 

Mr. Rogovin. In the audit of an exempt organization one of tlie 
points of interest to the agent would be where the money comes from, 
and to the extent that the return does not reflect the information, 1 
would assume that the agent would specifically ask thedoneo recipient 
who these organizations are, and where they are. While this is tan- 
gential to his examination, it is further information that the bervice, 
m general, would be interested in, so it would be part of the audit to 
ask for the information. , ^ , . . 

Mr. Roosevelt. It is required by the Treasury regulations. 

Now, therefore, if it was not on the form as submitted to the treas- 
ury is it not then information which would be on the examining 
agent’s form or materials, in some way within his material. 

Mr. Rogovin. I would assume he would ask for it m the conduct 
of a field examination. He starts with the return, but he goes to the 
books and records of the foundation, and to the extent that the names 
of these donors and the address of the donors are not on the return, 
they may well be in the books and records of the foundation. And 
if it is not, he would ask for them. An appropriate notation, 1 assume, 

W °Ml Roosevelt. What I am getting at is we have asked you for the 
addresses. You have said that you might not be able to supply them 
unless they were tax deductible foundations or funds. What 1 am 
getting at is that I do not think that is so, because, if the agent had 
done what is required of him by Treasury regulations, he certainly 
must have gotten that information when in eight instances Treasury 
regulations had been ignored and the addr asses were not present. It 
these are dummy corporations or if they are for some other reason 
corporations which we do not want to talk about anyway, that is tine, 
tell us. But they must be in your records, and I do not want you com- 
ing back here and saying to me, “I am sorry, these are not foundations 
which are tax exempt, and therefore we know nothing about them. 

Your Treasury regulations require you to know something about 
them ; that is right, is it not ? 
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Mr. Rogovin. Basically, yes, and we will supply the information 
by tomorrow morning. 

Tk® Chairman. Now, we will have this meeting this afternoon in 
my office. Will 4 o’clock be all right, Mr. Harding? 

Mr. Harding. Yes, sir ; that will be satisfactory. 

The Chairman. Would that be better than any other hour this 
afternoon ? 

Mr. Harding. It is at your pleasure, Mr. Chairman. 

The Chairman. Will that be satisfactory to you, Mr. Rogovin ? 

Mr. Rogovin. Yes, sir. 

The Chapman. We will have it in my office, Room 1136, House 
Office Building, at 4 o’clock this afternoon. 

(The information concerning the eight foundations was furnished 
to the subcommittee in Executive Session.) 

The Chairman. Has the IRS examined the stock trading accounts 
ot Mr. lyaplan, the J. M. Kaplan Fund, and other Kaplan-controlled 
a rr° nS an< ^ businesses to determine whether stock trading losses 
of Mr. Kaplan Q r of Kaplan-controlled organizations were charged to 
the J . M. Kaplan Fund or other Kaplan f oundations ? 

Mr. Harding. Again, Mr. Chairman, I would assume that is part 
of the investigation in process. 

(See page 203 and Exhibit 12, page 312 for subsequent response by 
Acting Commissioner Harding.) 

The Chairman. Hoes the IRS have any evidence that stock trading 
losses of Mr . Kaplan or of Kaplan-controlled enterprises were charged 
to the J. M. Kaplan Fund or other Kaplan foundations? 

Mr. Harding. We may develop such information. I do not have 
any such information now, Mr. Chairman. 

The Chairman. You do not have the information yourself at this 

tllUB { 

. Mr. Harding. No, sir. Again I assume that this is part of the 
investigation. 

The Chairman. Now, that investigation has been going on since 
1957 and 1958, you know. 

Mr. Harding. This is the new phase of that investigation. 

Ihe Chairman. New phase of it? 

Mr. Harding. Yes, sir. 

The Chairman. Did the old phase say anything about this or aren’t 
you saying? 

Mr. Harding. I am not aware of it, Mr. Chairman. 

(See page 203 and Exhibit 12, page 312 for subsequent response by 
Acting Commissioner Harding.) 

The Chairman Mr. J . M. Kaplan and his foundations have been 
substantial contributors to the New School for Social Research of 
New York City Has the IRS examined the records of the School 
to determine whether it has received grants from Mr. Kaplan or 
Kaplan-controlled foundations which were to be used for the express 
mterested? purchasmg stock in companies in which Mr. Kaplan was 

Mr. Harding. Again, Mr. Chairman, that would have to be part of 
tins investigation that is under way. 

time? 6 < ^ HAIEMAX - y° u are not in position to answer it at this 
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203 Sl’Shibit IS, 'page 312, for subsequent response by 

A Sc=" r feks have any evidence that .the > New 
School for Social Research received grants which were uscclfor the 
purpose of purchasing stock in companies m which Mr. Kaplan was 

interested? ,, , 

Mr IIakding. The same answer, Mr. Oh airman. 

(See page 203 and Exhibit 12, page 312, for subsequent response by 

^T^CHAJ^S-^Has^^TR^ examined the records of the New 
School for Social Research to determine whether it has received 
grants 1 from Mr. Kaplan or Kaplan-controlled foundations which 
were to bo used for political purposes. . 

Mr ELmonsro. Same answer, Mr. Chairman. 

(See page 203 and Exhibit 12, page 312, for subsequent response by 

A Tbf have any evidence that tlie New 

School for Social Research received grants from Mr. Kaplan or from 
Kaplan-controlled foundations which were used for political pur 

School for Social Research to determine whether the J. M. Kaplan 
Fund or other Kaplan-controlled foundations made grants to the 
scCl which! in turn, made payments to a relative of Mr. Kaplan s? 

2K3EB* page 312, for subsequent response by 

^SSS^SoS^m have say evidence that tins J ML 
Kanlan Fund or other Kaplan-controlled foundations made grants 
to the New School for Social Research which, m turn, made payments 
to a relative of Mr. Kaplan’s ? 

}£££»■ SS W 312, for subsequent response by 

the records of the J. M. 
Kanlan Fund or other Kaplan-controlled foundations to determine 
whether any of Mr. Kaplan’s personal entertainment bills or lions - 
hold expenses were paid by any of the foundations. 

KS SSt^aS^r subsequent responseby 

^The" CHA^aAN.° Foe^the^tR^ have any evidence that Mr. Ka^a^s 
personal entertainment bills or household Gxpcnscs ^rc paM by th 
J M Kaplan Fund or by other Kaplan-controlled foundations . 

Se ChTS* ® Do you'actually have the evidence .or are you just 
stating that you do not want to answer until the investigation is over . 

M? IlAKD?xm I am stating, sir, that I personally do not know what 
material is presently available to us in the New York investigation. 
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Chairman. You personally do not possess the information to 
answer tne question ? 

Ham I personally do not possess the information, sir; and, 
as we discussed before, I think it would be inappropriate, if I had it, 
to disclose it during the process of the investiga tion. 1 

either— — AIRMAN ’ ^ 1S m tbe file ’ 1 assume ’ one wa y or the other, 
oftMs^r 14 CBrtainly wiU be in the tile ’ Mr - Chairman, in view 

Iho Chairman. But you do not have it yourself and you cannot 
answer it of your own knowledge ? ^ 

Mr. Harding. That is correct. 

„ P 1 ? Chahiman. And that is part of the file. Are you going to 
submit that file, have you decided that or not ? J ® 

attorney "Sr ING ’ * baV6 not bad an °PP°rtunity to consult with my 

A11 ri S ht > sir - Y °u can let us know this after- 
noon at tour o clock. 

Mr. Harding. That will be fine. 

Pfp 203 ailcl C-xhihit 12, page 312 for subsequent response 
by Acting Commissioner Hardmg.) L 

The C™ian. Has the IBS examined the J. M. Kaplan Fund 
mid other Kaplan-controlled foundations to determine whether Mr. 
securities^ 3 Utl 1Zed foundation funds for personal purchases of 

Mr. Harding. Same answer, Mr. Chairman 

(See page 203 and Exhibit 12, page 312, for subsequent response, 
by Acting Commissioner Harding.) 1 1 

The Chairman. Does the IRS have any evidence that Mr Kuril an 

Mr. Harding. Same answer, sir. 

KSSS pag0 312 for v 

The Chairman. Has the IRS examined the J. M. Kaplan Fund 
or other Kaplan-controlled foundations to determine whether the 
foundations borrowed money from banks and then loaned the funds 
to Mr. Kaplan without interest and without notes for the purpose of 
Mr. Kaplan’s personal stock purchases ? p p oi 

Mr. IIarding. Same answer, sir. 

AciS HaidL 1 .)' P * g ° 312 f ° r 

K?n 1 lar, < ^ IAI 5 MAN ;k ;D0 T^ lmve an y evidence that the J. M 

Kaplan Fund or other Kaplan-controlled foundations borrowed monev 
fiom banks and then loaned the funds to Mr. Kaplan without interest 
^ 101 tlW PUrpOSS 01 Mr - 

Mr. Harding. Same answer. 

hv&toW 2 ° 3 - and E $ ibi }. 12 ’ P a 8’ c 312 for subsequent response 
by Acting Commissioner Hardmg. ) p 

n'xr 0 Ha,s 5 ]ie HIS examined the stock trading accounts 

of Mr. Kaplan, the J. M. Kaplan Fund, and other Kaplan-controlled 


* 


Approved For Release 2004/04/08 : CIA-RDP67B00446R000300020094-4 



Approved For Release 2004/04/08 : CIA-RDP67B00446R000300020094-4 

TAX-EXEMPT FOUNDATIONS : IMPACT ON SMALL BUSINESS 203 

foundations and businesses to determine whether trade or confirma- 
tion slips were altered at any time to show a change m ownership ( 

Mr. Harding. Same answer, sir. , 

(See page 203 and Exhibit 12, page 312 for subsequent response by 

Commissioner Harding.) 

The Chairman. Does the IRS have any evidence that such trade or 
confirmation slips were altered to show a change in ownership 
Mr. Harding. Same answer, sir. , . . TT , . , 

(By letter of October 12, 1961, Acting Commissioner Harding ad- 
vised Chairman Patman that such questions “relate to matters being 
considered in the Service’s audit.” Mr. Harding indicated that it 
would be inappropriate for him “to prejudge the tax consequences ot 
the various transactions” by responding to the questions at thistiine. 

He stated that he would be glad to respond to Chairman Patmans 
questions “to the extent possible after the audit has been completed 
and final decisions reached.”) (Also, see Exhibit 12, page 312.) 

The C hairm an. Does the IRS have any evidence that the Kaplan 
Fund, at one point, owned a newspaper m Middletown, Now’ York, 
which had substantial losses ? 

Mr. Harding. Same answer, sir. 

(See above Harding letter of October 12, 1964, and Exhibit 12, page 
312 for subsequent response of Acting Commissioner Harding.) 

The Chairman. What happened to the Kaplan Fund s holdings m 

that paper? 

Mr. Harding. Same answer, sir. 1T11 ,, in 

(See above Harding letter of October 12, 1964, and Exhibit 12, page 
312 for subsequent response of Acting Commissioner Harding.) 

The Chairman. At this time, I wish to request that the IKS submit 
to this Subcommittee by October 12, 1964 a complete written report ot 
its findings relating to the investigation of the J. M. Kaplan. I una. 

Can you do that, Mr. Harding? T OTV . T ,„ f 

Mr. Harding. We will do the very best we can, sir. I am not 
acquainted with the time schedule on this inyestigation. 

The Chairman. That seems like a reasonable time, does it not l 
Mr. HarPing. Well, in view of all the material which you have 
pointed to, you can see that there is a great deal of investigative mat- 
ter which is necessary to look at after we can—— 

The Chairman. But you have had it since 1957, 1958. . 

Mr. Harding. Yes, sir. But not in this current phase, Mr. Chair- 

m The Chairman. Not in this current phase. Mr. Roosevelt? 

(See Exhibit 12, page 312, respecting status ot 1Kb report.) 

Mr. Roosevelt. Mr. Harding, just so that I understand the pro- 
cedures, can you tell me how you go about closing a period. I have 
gathered that you closed the investigation that was made on the years 
that resulted in the adverse findings by the District Office m 1956 and 

1957, which was reversed some years later. , 

What periods are still open now’, how and when do you close them, 
what years can you make a final report on, and which ones are you 

k °l?r n flARDiNG. Well, basically, Mr. Roosevelt, the statute closes the 
years. After three years the statute runs on that particular year. 
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2^ow, there is a way that the statute can be kept open, by consent 
agreement with the taxpayer, and it was this information which we 
discussed on the 10th or August at our last hearing, and which I did 
not have, and which I have agreed to submit for the record, and will 
get to the Chairman by tomorrow. 

Mr. Roosevelt. I think what I am getting at is, when you say to the 
Chairman that you are conducting a continuing investigation, are you 
then going to tell us that you are still holding all these years open? 

Are you not going to tell us that you will be able to have a completed 
file or not ask for a continuation from the taxpayer (or not in this 
instance a taxpayer, but a party), so that we can know what years 
are still under investigation and what years are not under investiga- 
tion? 

Mr. Harding. I think we will find, Mr. Roosevelt, that several of 
the years that we have been talking about have run, and that we are 
not in a position to reopen those years. We will 

Mr. Roosevelt. Wait a minute. But if they have run, you can an- 
swer these question for those years as to whether you did or you did 
not do the things the Chairman has asked. 

Mr. Harding, "i es, sir; that would be true. But I do not know the 
date of the transactions which the Chairman referred to. I assume 
these are recent transactions. 

, Mr. Roosevelt. Let me take an example if it. You would know, for 
instance, if you had examined whether he was doing certain types of 
things. That is part of the question. The question is did you examine 
m those years whether he was getting loans from his foundation, just 
as an example? Now, certainly for those years you will be able to 
answer all of those questions, will you not ? 

Mr. Harding. To the extent that those items were examined in the 
years that are now closed and are no longer under investigation. 

Mr. Roosevelt. Or you can tell us you did not examine. 

Mr. Harding. Yes, sir; or we can tell you that we did not know of 
that transaction at the time we examined for those years. 

Mr. Roosevelt. So you will within a few day's now be able to tell 
us which years are still open, which vears are closed, and what you 
have done m the years that are closed and, presumably, in the years 
that are open. You can then go forward and get the information that 
the Chairman has asked, because the investigation is still open so that 
you can make these examinations ; is that right ? 

Mr. Harding If I understand your question, Mr. Roosevelt, for 
those items which the Chairman has mentioned, which are involved in 
open years, this is under an investigation, and as soon as we have 
completed that investigation we will be in position to respond to those 
questions. 

Mr Roosevelt. If any information has been available to you for 
roughly a period of two years or slightly more, it would then be 
reasonable to expect that you would have by now, even with a con- 
tinuing^ investigation, been able to find out whether that information 
was valid or not ; isn’t that correct ? 

Mr. Harding. Some of that information should have been verified 
one way or the other by now ; yes, sir. 

Mr. Roosevelt. So that if we have reason to believe you had that 
information for two years, we could perfectly properly ask you what 
you have done about this information. 
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Mr. Harding. In the larger view of things, however, Mr. Roosevelt, 
as long as we are investigating a taxpayer to determine whether or not 
his tax exemption may continue, we feel that it would be inappropriate 
to publicly disclose details of that investigation until the culmination 
of that investigation has been reached, and we have made a decision as 
to whether or not the tax exemption is to be revoked or is to be con- 
tinued. This is my basic reservation. . 

Mr. Roosevelt. Then you really are conducting two kinds of an 
investigation — one on the year-to-year basis of the individual returns, 
and the other as to whether or not the exemption should be allowed to 
remain. 

Now, ho w long are you going to take to decide that .- 

Mr. Harding. There are not really two investigations, Mr. Roosevelt. 

Mr. Roosevelt. Two types of investigations. 

Mr Harding. These are annual investigations of transactions con- 
ducted by the Fund. The purpose of the investigation, unlike an 
income tax investigation, however, is not to determine tax liability 
basically, but to determine whether or not the taxpayer has conducted 
his organization according to the law. If we find to the contrary , the 
penalty we have is revocation of the exemption rather than assessment 

of tax, ordinarily. , , _ . , , . , 

Mr Roosevelt. I was getting down to what the exact meat ot me 
situation is, Mr. Harding. If you are examining returns for the year 
1960 to try to find out whether this foundation has conducted itself m 
a manner that warrants its continuing exemption as an organization, 
certainly it should not be allowed to continue _ for four or live more 
years during which you simply go on with an interminable examina- 
tion, while the foundation can continue all the things it has been doing 

Certainly it seems to me reasonable that the phase regarding 
whether the foundations are conducting themselves lawfully and are, 
therefore, properly entitled to their exemption, should have a time 

limit on it. . ... , .... J 

Mr. Harding. Yes, sir ; and the time limit is our ability to conclude 
the investigation, reach a decision, and I assure you that that will be 
as expeditiously done as humanly can be. 

Mr. Roosevelt. Expeditiously does not mean so much. I have seen 
things go through the court expeditiously in nine years. If we can 
show you — if you want to do it in private session, executive session, 
that is one thing— -that you have had information for two years which 
raised a very serious question as to whether or not this foundation 
was acting legally and lawfully, I think this Committee would have 
a right to severely censure the Internal Revenue Service if it were not 
able within two years to decide whether this foundation should have 
its exemption removed. Isn’t that fair ? .... 

Mr. Harding. I think a two-year period for examination is quite 

adequate, Mr. Roosevelt. 1 , , . . 

I am not altogether sure, however, whether we undertook that in- 
vestigation at the time we got the information, which you imply 
we had two years ago. We have quite a number of examinations to 
schedule and, as we discussed at our last session, we have limited per- 
sonnel for the purpose of making those investigations, and precisely 
when we undertook this current phase pf the investigation would, I 

39 - 918—64 14 
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think, be a fairer measure of the time necessary to complete it than 
the time in which the information first became available. 

Txr^ r " -^ 00SE ^ ELT - Will you submit to us the date when you did begin ? 
We know when you received this information. We would like to know 
when you began. 

Mr. Harding. Yes, sir. I will be glad to submit to you the date on 
which we undertook this current phase of the Kaplan audit. 

Mr. Roosevelt. Thank you. Thank you, Mr. Chairman. 

(See page 197, IRS letters of September 1 , 1964, and October 12, 
1964.) 


The Chairjian. During our hearing of August 10, you stated that 
the IRS had approved 9,735 applications for tax exemption during 
fiscal year 1963. How many foundation applications for exemption 
were approved during fiscal year 1963 ? 

Mr. Harding. I gave you calendar figures, as I recall, Mr. Chair- 
man. 


The Chairman. The question was how many foundations among 
that number were approved during fiscal year 1963. 

Mr. Harding. 1,395, sir. 

The Chairman. During our hearing of August 10, I asked you to 
submit the following information: (a) Number of individuals who 
made gifts and bequests of $1 million or more during 1962; (b) The 

aggregate value of all such gif ts and bequests. 

Do you now have that information for this record, Mr. Harding, 
or do you want time to 1 ook it over ? 

Mr. Harding. I have the information, the information has been 
accumulated, Mr. Chairman. I would like to look it over before I 
submit it to your Committee. 

The Chairman. All right, sir, you can submit it some time within 
the next — some time tomorrow. 

Mr. Harding. At the very earliest we will submit it. 

(Following is the information submitted by the IRS under date of 
September 1, 1964.) 


Federal gift and estate tax returns filed during 1963 reflecting charitable, public 
and similar gifts and requests more than $1,000,000 


Size of total charitable, public 
and similar gifts and bequests 

Total 

Qift tax returns 

Estate tax returns 

Number 

Amount 

Number 

Amount 

Number 

Amount 


(1) 

(2) 

(3) 

(4) 

(6) 

(«) 

Total 

179 

$498, 123, 813 

42 

$133, 676,826 

137 

$364,646,987 


$1,000,000 under $1,600,000.. 

$1,600,000 under $2,000,000 

$2,000,000 under $3,000,000... . 
$3,000,000 under $4,000,000.. 
$4,000,000 under $5,000,000... _ 
$5,000,000 under $10,000,000. 
Over $10, 000, 000 

66 

60 

21 

10 

12 

16 

5 

80, 281, 673 
85, 760, 911 
60, 383, 122 
35, 225, 208 
65,715,471 
108, 626,943 
82,140,286 

14 

12 

7 

1 

2 

4 

16, 598,416 
21, 360, 106 
16,439, 679 
3, 259, 063 

8, 846, 130 
31, 898, 783 
35, 174, 647 

52 

38 

14 

9 

10 

11 

3 

63, 683, 154 
64,390,806 
33, 943,443 
31, 966, 145 
46,869,341 
76, 728, 160 
46,966, 638 





fflS° rfnVmV m ? n unaadited f 111 t etu J ns orms ™9) and estate tax returns (Forms 706) 

rued during 1963. The gift tax returns of a husband and wife who split their gifts are treated as 

ofspliLgift returns) Slfied 416 totals 0( cllarit;a, Ae, public, and similar gifts and bequests on returns (or pairs 


Source: Internal Revenue Service, Statistics Division, August 1964. 
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The Chairman. During our hearing of August 10, you were re- 
quested to furnish us the following information: Six examples of 
cases where contributions to foundations have been made for business 
purposes; six examples of actual or potential conflict of interest situ- 
ations; a few examples of instances where a foundation’s services, 
such as research, market studies, etc., have been made available to 
certain businesses on a preferential basis; six examples where founda- 
tion funds have been made available to certain businesses on a prefer- 
ential basis; six examples where foundation funds have been used to 
grant benefits to company employees. 

Do you have that information available or would you like to look 
it over before you submit it ? 

Mr. Harding. It is being worked on, Mr. Chairman. This part of 
your material was a little bit more difficult to accumulate, as you can 
imagine, and it may take us a few more days to get this to you. 

(The information submitted by the IRS, under date of October 2, 
1964, appears on pages 166-168 and 175-177.) 

The Chairman. During our hearing on August 10, I asked you 
whether you were familiar with any instances where individuals who 
are board members of foundations also sit on the boards of competing 
companies. Since I seemed to be unable to get through to you on that 
question, I shall now rephrase it by citing an example : Messers Smith 
and Jones sit on the board of a foundation, and also sit on the boards 
of business finns that compete with each other. Do you know of any 
such cases, Mr. Harding? 

Mr. Harding. No ; I do not. 

The Chairman. During our hearing of August 10, you were asked 
to advise us whether the Leonard C. Hanna, Jr. Fund of Cleveland, 
which was liquidated on January 18, 1963, has complied with all statu- 
tory requirements. Do you now have that information ? 

Mr. Harding. That is part of the information which I will submit 
to you, sir. 

The Chairman. That was prepared for you during your absence, 
and you have not had time to look it over ? 

Mr. .Harding. Yes, sir; that is correct. 

(Following is the information submitted by the IRS under dates 
of October 2, 1964 and October 26, 1964. Also, see Exhibits 6 and 12, 
pages 302 and 312.) 

The final return filed by the Leonard C. Hanna, Jr. Fund contained 
all required information except for the schedule supporting compensa- 
tion paid its officers. This schedule has been secured and has been at- 
tached to the return. ( IRS letter, October 2, 1904. ) 


We understood your question to be whether the Hanna Fund had 
complied with all statutory requirements In filing its final return and, 
as reported in our letter of October 2, 1964, all requirements were met 
in this respect except for the schedule supporting compensation paid its 
officers. 

It is now assumed that you were asking whether the Fund had com- 
plied with all statutory requirements with respect to Its activities 
as an exempt organization. The Service has not completed its consid- 
eration of the Fund’s operations and we are not in a position to respond 
to the broader question at this time. (IRS letter, October 26, 1964.) 
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f urni sh C f nr'fhlo N ' Du 1 rin ^ our Rearing °f August 10, I asked you to 

dat ion of 15 vmr id f C ° P ^° f the let . ter from the Stephens Foun- 
aation of JNIashville, or from its accounting firm, which indicates the 

foundation’s intent to have the IRS make the .nformaiion Salable 

letteffroStlK tj ° n 0 Stated tlmt you woul(i famish us sucha 
llowl Mr ! Hidh,gT d “ tl0n 5 “°" ntmg firm - D “ h ™ 4“ letter 

CWn!S RU T; 1 have , had an opportunity to look at that letter, Mr. 

S,1OTt ’ " d 1 mU be h ‘KV s “ b “>lt it tor the 

The Chairman. All right, sir. 

(The documents submitted by the IRS follow :) 

Price Waterhouse & Co., 

Mr. James A. O’Hara, Nashville, August 11 , mi ,. 

District Director, Internal Revenue Service 
Nashville, Tenn. 

connection witlfthTinTOme tax°r^ your office in 

for the fiscal year ended. Time iqo^? tp ' • ® tephens Foundation, Inc., 

donors be included in the Mormon » f 

ffyJS 9 ln any ° ther way P lease cal1 on « the PUbhC - 

Raymond N. Foust. 


-4 


U . S . Treasury T)epa rt m en t , 

Internal Revenue Service, 

Hon. Wright Patman, Washington, D.G., September 21, 198!,. 

OM ZZwSTSS r wZu^JTd *** °° mM ” « f '™» 

wmmmmrnm 

cal^^^BisSCT^tor^ NaSie^t^ to J?* e Co “oner, 

phone on July 21, 1961. The Directors offleo f i? thls regard by tele ' 

that Price Waterhouse & Co. had been contacted and ‘ tna toadvise 

ass, rjAyr.-*” 1 hAS attyjrja i 8S?8 

ssisssr* - £ 

Donald W. Bacon, 

r _, Acting Commissioner. 

J he Chairman. During our hearing of August 10. 1 stated that tho 
Llbra, T Center made a so-called “promotional mailing” 
of 2,764 copies of its publication, Foundation News, and requestfd 
that you advise us as to what the Foundation Library CeMer was mo 

Slt'SSommSJn f° m P romoti ' )I “ I ““‘tog ™> sent. Do yon fare 

Mr. Harping. I Iiave a letter from the Foundation Library Mr 

S to mTrl h i Can r put mj 0n ^ which 1 did have an op&tuL- 

can finddtiier^cf submitlt!' 6 ^ " m ° rnmg ’ and 1 wiU be S lad > if 1 
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The Chairman. You may submit it for the record. 
(The information submitted by the IRb follows :) 

rPx-rrr' "lUrvTTTVrni A H’Tn.NT T / 


The Foundation Library Center, 

New York, N.Y., August 12, 106b. 

Mr. Wade F. Hobbs, . 

Internal Revenue Service Building, 

W DearMb!’ Hobbs: One of the few pleasures of a rather dreary Monday was 

%tra£Se“ of the Janaary *3 1*» of 

Foundation News we report as follows : or, !>,„*- miahl determine 

Frpp ponies of this issue were sent to two lists, so that they might aLceimme 

from actual examination whether Foundation News was a publication to which 
they ought to.subscribe arge goverBm ental, excluding those already 

officers of banlis, selected to include those presumed to be 

We°do^othave 1 separate'tota™ S of these lists, but the complete total was 2,764. 
Cordially, Elmek Andrews, President. 

The Chairman. Did the Longwood Fmmdation °f Wilmm^n 
Delaware have an audit m any year beginning 1960? If the answer 
is in the affirmative, what years were covered? 

Mr. Haroing. I will have to supply that for the record, sir. I do 

1X0 (Following is the information submitted by the IRS under date of 
October 2, 1964:) 

The Foundation was examined for the fiscal yea r < 

30 1961 The examination was initiated October 8, 1962, and complete! 

.Tune 26, 1964. ( IBS letter, October 2, 1964. ) 

The Chairman. This was the first audit of the Longwood Fonnd^ 
tion during the period of our study, which begins with 1951, is that 

“f Harding. This is one of the foundations on your list, Mr. 
Chairman? 

Mi- 6 HARDiNG.^And^hose were all audited, and I do not recall a 

find any violations by Longwood 
respecting its responsibilities as an employer or respecting its opeia- 

tions as a charitable foundation? , , , , m i at,. 

Mr. Harding. I would have to supply that for the record, 1 . 

Ch T a rSmiRMAN. You do not personally remember that or have 
Imowledge of it? 

Mr. Harding. No, sir; I do not. . , TT?Q j „ 

(Following is the information submitted by the IRS und 

of October 2, 1964:) 

Wo found certain travel expenses and a portion of the * use >t founda- 

nor the use of the cars was considered to adversely affect tne rou 
tion’s exempt status. (IRS letter, October 2, 196 .) 
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The Chairman. As you know, the Longwood Foundation failed to 
hie tax returns for the four years 1955 through 1958. Was a penalty 
assessed for the foundation’s failure to file ? 

Mr. Harding. Mr. Chairman, I am not certain, but I do not believe 
that there is a basis for assessment of a penalty for failure to file on a 
tax exempt organization. I would have to check that. 1 
The Chairman . You mean to sav they can just refuse or fail to file ? 

Mr. Harding. I think the penalty, sir, is revocation of the exemp- 
n °t know basis on which we can assess a penalty. 

The Chairman. That would be a rather drastic remedy. 

Mr. Harding. That is one of our problems, Mr. Chairman, that in 
most of these cases we are up against a black and white situation. Not 
emg taxable entities, not being able to impose penalties or assess a 
tax on the basis of the records, we will either go along with the organi- 
zation or we revoke its exemption. This is one of the problems we 
nave with the administration of the law. 

The Chairman. Have any taxes been assessed on the Longwood 
b oundation as a result of the fiscal year 1961 audit ? 

-kfr- Harding. I will have to supply that for the record. 
ofSoS!^ 6 information submi tted by the IRS under date 

No. The return was accepted as filed after field audit of the oreani- 
lett°T, O etober 2^1964* ) ^ fi ' SCal year ended Se P temb er 30, 1961. (IRS 

The Chairman. Were there any areas of expenditures by Longwood 
which were disallowed by the IRS— such as travel and entertainment 
expenses, personal use of staff cars by personnel, or other areas ? 

Mr. Harding. Same answer. 

October^wfi) the information submitted by the IRS under date of 

. « n Ught of the determination to continue exempt status of the 
SUC u ltemS WOuld not be considered for allowance or disal- 
o- 6 ' 5f e ’. how ® ver . the answer to the question at page 452, line 3 
regaidmg the tax effect to the recipients. (IRS letter, October 2, 1964.) 

The Chairman. Were any of the Longwood Foundation’s allow- 
r ecT ient ™ travel and entertainment ruled taxable to the 

Mr. Harding. Same answer. 

OctowTSi 3 )^ 6 information submitted by the IRS under date of 

staff ™ - Vcl ex P enses and a portion of the use of foundation 
ntoto f certain employees were found to be personal In nature and 
therefore, taxable to the recipients. (IRS letter, October 2, 1964 ) 

Iba PPears that we are responsible, in part, for 
^foc S tH, a K 0n i i Mr ‘ Harding— m that we willingly acceded to your 
request to be allowed to go on your vacation and to resume your testi- 
mony today . In resuming the hearing today, we may have placed you 

tba?no rP penaltj ,n w e as b a“regs a d < ^!n a t r hfi a r'nmf<l?t^rl 1 n YV?, 6 ^Swood Foundation discloses 
years 1955 through 1658. “ 0 Foundation for failure to file tax returns for the four 
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in a disadvantageous position. Hence, we will just ask you a few more 
and then wait until you are in a position to ^ ^wer fhe ea. Hi ex ones 
Mr Harding. You are referring to the questions le±t over 
the August 10 hearing, Mr. Chairman ? 

ST TlARDiNcn^Yes, sir. I will assure you we will supply the “for- 
mation to you within the next few days, and I appreciate your co - 
sideration in allowing me this time to review the material rathei than 

on Wednesday whatever informa- 
tion you cannot submit tomorrow. 

Mr Harding. "We will do the best we can. .... . , .;r^i 

The Chairman. Since foundations are funded with tax deductibl 
contribution earn tax-exempt income, would you agree that they 
require supervision at the F ederal level ? 

THie CrmiRAmN^ ^ome^ttorneys have advised me that a substantial 
nart of the emphasis of legal scholarship in the field of charities today 
Fs to mitigate* or a void the studies of the House Small Business Com- 
mittee ft is alleged that certain research, although sponsored by bar 
Muttons a ad L various low schools, is being luanced b, founda- 
Hnns Can vou or Mr. Rogovin tell us anything about this . 

Mr Hardwg. Well, there is a great deal of private research bem & 
funded by foundations, I know this to be a f act, Mr. Chainnan. 

The Chairman. Would you like to comment, Mr. Rogovm . 

Mr Rogovin. Mr. Patman, I am not aware of any situation where 
foundations are supporting any type of research with a view towa 
thwarting the activities of tins Committee or of Congress. 
th Earlief in your statement you had said that attorneys had written, 
and this is true, they have written extensively, on the. status of 
existing law; pointing out in many instances manners m .which tax- 
payers can avail themselves to their undying benefit of the existing 
statutes. But I am not aware of any program, conscious or otherwise, 

to-The^ C hairman! Weli, suppose you gentlemen explore this matter 
and report your findings to this Subcommittee, 

^Followtog' is the’ information submitted by the IRS under date 
of September 25, 1964:) 

Wit-h reeard to the question you raised as to the possibility of researc i 
h, ^ financed by foundations with a view to mitigating or avoiding the 
studies of the House Small Business Committee, we have found no 
evidence in our files of a foundation grant for such purpose. 

The Chairman. "What can you tell us about the Charitable Trusts 
and Foundation Study being conducted by the Russell Sago Founda- 
tion 0 f New York City? For example, what is the purpose of this 
study, do you know, Mr. Harding ? 

Mr. Harding. I do not, sir. . 

The Chairman. Do you know, Mr. Rogovin ? 

Mr. Rogovin. I do not, sir. 
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,■ l 1 ’ 1 !? Chai ? man - Can you tell us whether the Russell Sage Founda- 
Mr jlSSTf dUring th6 past tW0 years? 

M^°T < 0nCe ’ theam ° Unt of fche ^ rant ’ fche purpose of thisirant ete 
Mr Harding. Those to states, Mr. Chairman I 8 ’ 

i oia mform ation submitted by the IRS under date of September 22 
1.964 appears m Exhibits 26 through 29, pages 343-365.) ’ 

Ln™ i Chairman. Yes, sir. It is approaching the time when we will 
have to go to the floor, so we will see you gentlemen then this after- 

n °ivf u °" r ’ an< ir you . Wl11 take responsibility of notifying the CIA 
Mr. Harding. Y es, sir ; we will be happy to. * 8 

rec^unHH^YM ^ hout ob j ection , the Committee will stand in 
io“h^4rf*g 0m0rr0w m0rDmg ’ at wldch tim ° ™ ’rill want 
Mr. Harding. In the morning? 

I he Chairman. Yes, sir. 

(Whereupon, at 11 :40 a.m., August 31, 1964, the subcommittee was 
cessed, to reconvene at 10 a.m., Tuesday, September 1, 1964.) 
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TAX-EXEMPT FOUNDATIONS: THEIR IMPACT ON 
SMALL BUSINESS 


TUESDAY, SEPTEMBER 1, 1964 

House of Representatives, 

Subcommittee No. 1 on Foundations of 
Select Committee to Conduct Studies and 
Investigations of the Problems of Small Business, 

Washington, D.G. 

The subcommittee met, pursuant to recess, at 10 :05 a.m., in room 
1301, Longworth House Office Building, Hon. Wright Patman (chair- 
man of the subcommittee) presiding. 

Present : Representatives Patman and Roosevelt. 

Also present : Representatives McCulloch (ex officio) and Steed of 
the full committee, Representative Gonzalez, PI. A. Olsher, Director 
of Foundation Studies, and Eugene Loehl, Assistant Minority 
Counsel. 

The Chairman. The Committee will please come to order. 

This is the sixth session of hearings of Subcommittee No. 1 on the 
subject of the Federal Government’s supervision of tax exempt foun- 
dations and charitable trusts. On behalf of the Subcommittee, I 
should like to welcome our witness, Mr. Bertrand M. Plarding, Acting 
Commissioner of the Internal Revenue Service. 

We have with us this morning a member of the full Committee, the 
Honorable Tom Steed from Oklahoma. 

TESTIMONY OP BERTRAND M, HARDING, ACTING COMMISSIONER, 

INTERNAL REVENUE SERVICE, ACCOMPANIED BY MITC HEL L 

R0G0VIN, ASSISTANT TO THE COMMISSIONER— Resinned 

The Chairman. The first question I would like to ask Mr. Plarding 
is— am I correct in my understanding that the application for tax 
exemption (Form 1023) requires foundations to disclose full and com- 
plete information concerning the purposes for which they are seeking 
tax exemption? 

Mr. PIarding. Yes, Mr. Chairman. 

The Chairman. Plas the IRS compiled data on any of the follow- 
ing: 

(a) The number of tax exempt foundations which own and operate 
commercial AM, FM, and TV broadcast stations ; 

(b) The number which own and operate non-commercial educa- 
tional AM, FM, or TV broadcast stations; 

(c) The number which engage in the production and distribution 
of programs for radio and television stations? 
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Mr. Harding. 1 do not believe we have ever tabulated that infoima- 

tion in that form, Mr. Chairman. , 

The Chairman. Do you have it available where it could oe 

ta Mr Harding. No, sir, it would only be on the returns of those 
foundations or those organizations. It would not be available m 

tabular form. . , , , . c ,. ■, 

The Chairman. Considering the wide and dynamic use of radio and 
television, would you agree that the force of the dissemination of 
political broadcast material to a large number of stations could, in 
effect, constitute a network operation stretching out to every corner of 
this country, and if this political program material is partisan not 
only would it be contrary to the public interest — it could well prove 

disastrous? , 

Therefore, is it not incumbent upon the IES to have the type ot 
information I just asked you about for purposes of determining 
whether a foundation may not qualify for tax exemption because 
a substantial portion of its activities are not for exempt purposes ? 

As you should know, the FCC has jurisdiction over broadcast sta- 
tions only. It has no direct jurisdiction over producers or distributors 
of program material, and it is, in most part, dependent upon public 
complaints concerning the use of broadcast facilities for programs 
involving controversial issues. 

Y ou agree with that, do you not, Mr. Harding ? 

Mr. Hard ing. I agree with your premise, Mr. Chairman, that if 
such a network existed, it could prove bad for the country, yes, sir. 

Our responsibility, however, is to police the individual foundations. 

The Chairman. Let me repeat this one item that I think you should 
comment on and answer : Therefore, is it not incumbent upon the IES 
to have the type of information I have just asked you about for pur- 
poses of determining whether a foundation may not, qualify for tax 
exemption because a substantial portion of its activities are not for 
exempt purposes? 

Mr. Harding. It is certainly incumbent upon us to have informa- 
tion on individual foundations about activites which might disqualify 
them as exempt organizations ; I agree thoroughly on that. 

The Chairman. Please supply for the record of this hearing a com- 
plete list of the names and addresses of tax exempt foundations which 

(a) own and operate commercial AM, FM, and TV broadcast sta- 
tions, including the call letters of the stations and place of location; 

(b) own and operate non-commercial educational broadcast stations, 
including the call letters and place of location of the stations (c) 
produce and distribute programs for the use of radio and television 
stations, including the names of the programs and the call letters and 
locations of the stations to which these programs are distributed. 

You can supply that for the record, can you, Mr. Harding? 

Mr. Harding. Mr. Chairman, as I pointed out, I think that that 
information would involve a review of many thousands and thousands 
of exempt organization files. I would respectfully suggest that per- 
haps the FCC would have that information on the basis of ownership 
of TV stations, radio stations, and the like, much more readily than 
the Internal Eevenue Service. 
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The Chairman. Do they have anything to do with the tax exemp- 
tion of such organizations? . . , ,, , • . 

Mr , Harding. No, sir; but their records disclose the ownership ot 

radio and TV stations. . , , , 

The Chairman. We shall talk to you about that later, about how 

it should be supplied. _ , , . , „ a 

(Following is the response of the IRS submitted under date ot Sep- 
tember 25, 1964, respecting the information requested:) 

There is no feasible way for the Internal Revenue Service to obtain 
from its own records, information requested relative to ownership and 
operation of broadcast stations, etc., by tax exempt foundations. 

The Service maintains no flies on the basis of the various types of 
activities conducted by tax exempt foundations. Service files are 
presently maintained solely on the basis of the name of the exempt 
organization and it is not likely that a reliable listing of the particular 
Information requested could be developed from them. 

Since, as stated above, the Service presently maintains no record 
based on the types of activities engaged in by exempt foundations, it is 
not presently feasible for the Service to develop a listing of those which 
produce and distribute programs for radio and TV stations. 

Mr. McCulloch. How about photographs during committee 

m The Chairman. We do not have television. We permit still pic- 
tures up to a point, usually, when the Committee starts. Under the 
rules of the House, the televising of committee hearings is not per- 
mitted, but still pictures are permitted. , 

Mr. McCulloch. Mr. Chairman, to pursue the matter, that is not 
my understanding. I hope that that does not become the rule of this 
Committee. During the time that the Committee is in session, I must 
respectfully lodge a protest against photographs. It is unfair to 
witnesses and it is unfair to the Committee members when the Com- 
mittee is in session. . . „ . . , T J 

The Chairman. Well, we can restrict it, then, if you insist, Judge, 
to before the session starts. But it is traditional in the Banking and 
Currency Committee to permit still pictures up to a point, and that 
point is determined by the Chairman, which usually is for just a very 
few minutes — two or three minutes after the session starts. Then the 

photographers are asked to cease and desist. . a ,, 

But, in view of yonr request, we shall make sure that the om all 
Business Subcommittee No. 1, in the future, will just permit still pic- 
tures up to the opening of the hearing. 

Does Section 501(c) (3) of the Internal Revenue Code require a 
foundation to establish that it is exclusively organized and operated 
for one or more of the purposes specified in that section of the law . 

Mr. Harding. Yes, sir. , . , . 

The Chairman. Does the statute prohibit a foundation— which is 
organized and operated exclusively for educational purposes— from 
devoting any substantial part of its activities in carrying on propa- 
ganda or otherwise attempting to influence legislation, and f rom par- 
ticipating in or intervening in (including the publishing or distribut- 
ing of statements) any political campaign on behalf of any candidate 
for public office ? 

Mr. Harding. It does, Mr. Chairman. 
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The Chairman. Does the IRS examine the activities of tax exempt 
foundations to determine whether they are engaging in political ac- 
tivities in violation of the law ? 

Mr. Harding. It does, Mr. Chairman. 

The Chairman. Please describe the methods of investigation used 
to determine whether a foundation is engaging in political activity. 

Mr. Harding. Mr. Chairman, we customarily will examine all of 
the material — radio broadcasts, newsletters, publications of all sorts 
put out by the foundation over a reasonably average period of time — 
in order to determine whether or not the thrust of that material is in 
fact consonant with the educational purposes of that foundation or 
whether it is in violation thereof. 

The Chairman. Section 315(a) of the Communications Act re- 
quires broadcast stations to accord equal broadcast opportunities to 
political candidates. Section 315(a), in pertinent part, reads as 
follows : 

“If any licensee shall permit any person who is a legally qualified 
candidate for any public office to use a broadcasting station, he shall 
afford equal opportunities to all such candidates for that office in the 
use of such broadcasting station * * *.” 

Would an adverse ruling by the Federal Communications Commis- 
sion be pertinent to your consideration to revoke a foundation’s tax 
exemption since it would then be crystal clear that the broadcasts in 
question were not non-partisan, and the foundation itself may have 
been an active participant in a political campaign on behalf of a candi - 
date for public office, contrary to the express provision of the Internal 
Revenue Code which prohibits tax exemption foundations from engag- 
ing in political activities? 

Mr. Harding. I assume that your case, Mr. Chairman, assumes the 
ownership of the station by an exempt organization. 

The Chairman. It concerns an adverse ruling. Would an adverse 
ruling by the Federal Communications Commission ? 

Mr. Harding. Against the station, sir ? 

The Chairman. Yes. 

Mr. Harding. Unless the station were owned by an exempt orga- 
nization, I cannot see how it would have an effect on the tax exemption 
of the foundation. r 

The Chairman. Rut if it were owned by the tax exempt organiza- 


Mi. Harding. I think that this would certainly be a factor to be 

considered in reviewing their tax exemption, yes, sir. 

The Chairman. Are you familiar with the FCC fairness doctrine 
m the handling of controversial issues of public importance? 

Mr. Harding. I am not personally familiar with it. Perhaps Mr 
Rogovin is familiar with it. 

The Chairman. Are you familiar with it, Mr. Rogovin * 

Mr Rogovin. Yes, sir, I have spoken with the FCC general coun- 
sel’s office with respect to this matter. 

The Chairman. The provision of Section 315 of the Communica- 
tions Act, known as the “fairness doctrine” requires broadcast stations 
to operate m the public interest and to afford reasonable opportunity 
lor the discussion of conflicting views on issues of public importance.” 

Would repeated adverse rulings of the FCC, involving a tax exempt 
foundation which either produces or broadcasts programs dealing with 


Approved For Release 2004/04/08 : CIA-RDP67B00446R000300020094-4 



Approved For Release 2004/04/08 : CIA-RDP67B00446R00030002Q094-4 

TAX-EXEMPT FOUNDATIONS'. IMPACT ON SMALL BUSINESS 217 

controversial political issues, be decisive in your consideration of 
revocation of a tax exemption ? 

Mr. Rogovin. No, Mr. Patman, it wouldn’t be decisive m view ox 
the interpretation that the FCC places on what amounts to contro- 
versial. We would have to review the material and examine the 
statements to determine whether, under our regulations, there has 
been a political purpose subserving the statute, or whether this was a 
matter of a station getting into a controversial matter and having a 

complaint filed. . . . , 

As I understand it, if a complaint letter comes m indicating that a 
particular broadcast is controversial, the FCC would then write the 
station and in effect say, “What about it?” ... . 

At that point, equal time may well be provided by the station. 1 his 
is necessarily the test that we would apply in determining whether 
an exempt organization is in fact operating outside of the purview 
of the statute. 

Mr. Steed. Mr. Chairman ? 

The Cha irman. Yes, sir, Mr. Steed. _ 

Mr. Steed. Has there ever been an instance where you actually fol- 
lowed the procedure ? 

Mr. Rogoven. Wo are currently examining a number of exempt 
organizations who use radio and television media to distribute their 
information and their so-called educational material to the public. We 
have spoken with the FCC regarding their activities, and it is our 
conclusion that we could not gain too much from using the test the 
FCC uses. We have an independent test that our statute gives us. 
Although we have talked with them, we have not found it to be, as the 
Chairman asked, decisive in determining whether they should remam 
exempt or not. 

Mr. Steed. Is there an instance where you have revoked a tax 
exempt foundation’s status because of this situation? . 

Mr. Rogovin. I am currently unaware of any specific instance. It 
a search of our files so indicates, we would be glad to supply it for the 
record. 

(Following is the information submitted by the IRS, under date of 
September 25, 1964 :) 

With regard to the question raised as to whether we have ever revoked 
a foundation's tax exempt status because of violation of Federal Com- 
munication Commission rules, we have examined our records and And 
no case where tax exempt status has been revoked solely on that basis. 

Mr. Steed. IIow many such cases do you have under review at the 

present time? _ . 

Mr. Rogovin. We have approximately 24 cases of organizations that 
use mass media. This includes not only television and radio but 
publications. I know that all of them do not use the radio, but a 
substantial number of them do. These are currently under study. 

Mr. Steed. Could you furnish the Committee with a list of those you 
are reviewing ? 

Mr. Harding. If I might respond to that, Mr. Steed, we would 
prefer not to announce publicly our investigative operations until such 
time as they have reached a conclusion. As Mr. Rogovin indicates, a 
number of these organizations are under very active investigation. I 
would be happy to give you that information personally. I would 
prefer not to put it in a public record. 
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Mr. Steed. Can you give us any indication as to when you think you 
will reach final conclusions regarding these 24 cases ? 

^ Mr. Harding. They will not be all reached simultaneously, Mr. 

Steed. There will be one or two of these cases concluded very shortly, 
and our actions will be taken on those cases. The other cases will fol- 
low along behind, in part based upon results in the lead cases. 

Mr. Steed. Would it be a fair assumption to say that all 24 of these 
cases have come up by reason of complaints that have been filed with 
you by the public or some interested parties? 

Mr. Harding. They represent generally organizations which have 
had publicity of one sort or another, much of it on the floor of the 
Congress,. complaining about their activities. Some of them have 
been specifically complained about to the Internal Revenue Service. 
Others we have gotten by virtue of the public record. 

(Information, respecting the 24 cases, was submitted to the Sub- 
committee in Executive Session.) 

The Chairman. What type of regular liaison is there between the 
IRS and the FCC in the latter’s enforcement of Section 315 and your 
enforcement of Section 501(c) of the Code? For example, since 1960, 
has the IRS requested the FCC to submit to it any adverse rulings 
under Section 315 involving a tax exempt organization^ (a) operating 
a broadcast station, or (b) producing and distributing a program 
involving controversial issues to broadcast stations ? 

Mr. Harding. Mr. Rogovin has indicated he is in personal contact 
with the officials of the FCC. Mr. Rogovin, as you may recall, is 
chairman of our Exempt Organizations. Council, and as such, is per- 
haps the. most knowledgeable person within the Revenue Service in 
this particular area. He has maintained liaison with the FCC on a 
general basis. 

The Chairman. Since 1960, has the IRS requested the FCC to sub- 
mit to.it any adverse rulings under Section 315 involving a tax exempt 
organization operating a broadcast station, producing and distributing 
a program? 

Would you answer that, Mr. Rogovin ? 

Mr. Rogovin. Yes, sir. Mr. Chairman, the specific answer is no. 

The background 

The Chairman. Well, that is all right. The answer is no? 

Mr. Rogovin. The background to it, I think, may be helpful to the 
Committee. 

The Chairman. All right, sir. 

Mr. Rogovin. I have met with Chairman. Henry of the FCC and 
we have discussed our mutual problems in this general area. We con- 
cluded that the specific information, a specific action by the FCC, 
would not be decisive in the Revenue Service’s point of view, and we 
have operated on the basis that they would bring to our attention 
anything that they thought was relevant to the tax laws, and we would 
also bring to their attention instances where we felt they might be 
concerned. ' ' 

The Chairman. I would like you to answer the other question, too. 

Since 1960, has the IRS furnished the FCC with a list of names and 
addresses of tax exempt foundations which produce and distribute 
program material to broadcast stations, and the names of those 
programs? 
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Mr. Rogovin. I believe we have given the FCC a list of the orga- 
nizations that we are currently concerned with in this group of 24, yes, 
sir. 

The Chairman. The 24 that was mentioned by Mr. Harding? 

Mr. Rogoven. Yes, sir. 

The Chairman. Since 1960, has the IRS requested the FCC to sub- 
mit to the IRS copies of any complaints which the FCC has received 
against tax exempt foundations, (a) operating broadcast stations, or 
(b) producing and distributing programs to broadcast stations? 

Mr. Rogovin. Not specifically, no, sir. 

The Chairman. Since 1960, how many foundation tax exemptions 
have been revoked for violation of the political activities provisions of 
the Code ? 

Mr. Rogovin. A good number. I could not give you the specific 
number, but we can supply it for the record. 

The Chairman. Would you supply it for the record? 

Mr. Rogovin. Yes, sir. 

The Chairman. Please submit a list of these revocation cases for 
this record, including a brief description of the nature of the violations 
and the date of the revocation. Put that in your statement, too, 
please. 

(Following is the information submitted by the IRS, under date of 
October 2, 1964:) 

Since 1960, the Service has revoked tax exempt status of the following organiza- 
tions because of political or legislative activities: 


Name and Address 

Date of 
Action 

Nature of Activities 

1. Trustees for Conserva- 
tion, San Francisco, 
California. 1 

3-21-60 

Advocating wilderness legislation and 
distribution of literature pertaining to 
pending legislation. 

2. Arkansas Free Enter- 
prise. 1 

3-22-60 

Advocating certain political, social and 
economic reforms such as right to 
work laws and labor legislation. Op- 
position to certain Government poli- 
cies against “state rights”. 

Advocating certain political, economic 
and social reforms. Distribution of 
literature to influence legislation and 
political propaganda. 

3. Constitution and Free 
Enterprise Associa- 
tion, Now York, New 
York. 

7-8-60 

4. National Foundation 
for Education in 
American Citizen- 
ship, Inc., Indianapo- 
lis, Indiana. 

6. Municipal League of 
Spokane, Spokane, 
Washington. 

10-10-62 

Advocating particular economic views 
through the support of a widespread 
publication. 

12-6-62 

Participation in campaign of candidates 
for public office and evaluation of 
candidates. 

6. Vivisection Investiga- 
tion League Anti- Viv- 
isection Society of 
New York, Inc., New 
York, New York. 

1-11-63 

Advocating legislation to prevent vivi- 
section of animals for scientific 
experiment. 


‘Exempt status under section 601(c)(3) of the Code revoked. Granted ex- 
empt status under section 601(c)(4) concurrently. Under the latter classifica- 
tion, contributions to the organization are not deductible by the donors. 
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In addition to the six revocations, the Service has, since 1960, denied applica- 
tions for exempt status from 32 additional organizations. These are listed bv 
type of organization, as follows : 


Type of Organization 


Date of 
Action 


1. Civil Rights 

2. Partisan Ideological.. 


3. Educational 

4. Partisan Ideological. 


5. Civil Rights Group.. 

6. Partisan Ideological. 

7. Partisan Ideological 

8. Citizens Association __ 

9. Citizens Association _ _ 

10. Research Commission. 

11. Partisan Ideological 

12. Partisan Ideological 

13. Partisan Ideological 

14. Research Organization. 

15. Partisan Ideological 

16. Partisan Ideological 


Nature of Activities 


1-6-60 

8-22-60 


1-31-61 

5-17-61 


7- 12-61 

8- 22-61 

9- 5-61 

9— 8—61 
11-30-61 

11- 31-61 

12- 13-61 

2-28-62 

5-16-62 

5-22-62 

7-2-62 

7-23-62 


Advocating civil rights and social legis- 
lation in appearances before congres- 
sional committees. 

Advocating the denial of admission of 
Red China into the United Nations 
and engaging in circulating a petition 
to the President on their views. 

To educate in the techniques of politics. 
Advocating the single tax, which objec- 
tive could only be accomplished by 
legislation. 

Advocating the passage of fair employ- 
ment practice laws and the support 
of certain candidates for public office. 
Advocating the establishment of a 
world government whose purpose can 
only be accomplished through legis- 
lation. 

Advocating the organizations’s views on 
segregation of the races which purpose 
can only be accomplished through 
legislative and political activities. 
Advocating ordinances before city coun- 
cil to protect interest of residential 
property owners. 

Advocating certain states constitutional 
amendments and supporting petitions 
for their adoption. 

Advocating certain government reforms 
which can only be accomplished 
through legislation. 

Advocating and dissemination of litera- 
ture supporting the organization’s 
cause without a full and fair explana- 
tion of the facts to permit the public 
to make an independent conclusion. 
Advocating the repeal of the 16th 
amendment to the constitution through 
literature and appearances before 
state legislature. 

Advocating certain legislative action 
through the publication and distribu- 
tion of statements by the creator of 
the organization. 

Advocating atomic energy legislation 
and supporting candidates for public 
office. 

Advocating the development of certain 
fiscal policies by the Federal govern- 
ment and requiring legislation to vote 
for an amendment to the constitution. 
Advocating the elimination of foreign 
aid, the income tax, social security and 
other legislation, supporting the elec- 
tionjof conservative candidates. 
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APProved For Release 


Typo of Organization 


Date of 
Action 


■Nature of Activities 


17. Partisan Ideological--- 10-31-62 

18. Political Action., 12-18-62 

19. Forum. - 1-23-63 


20. Partisan Ideological- 3-19-63 

21. Partisan Ideological 4-16-63 


22. Conservation 7-17-63 

23. Partisan Ideological. . - 8-6-63 


24. Partisan Ideological- _ . 11-4-63 


25. Citizens Association-.- 12-4-63 


26. Partisan Ideological. __ 4-17-64 

27. Forum 6-1-64 


28. Partisan Ideological 6-12-64 

29. Partisan Ideological . . _ 6-27-64 

30. Anti-Vivisection As- 7-14-64 

sociation. 

31. Partisan Ideological — 6-29-64 


32. Political Action------. 8-17-64 


Advocating constitutional reforms. 

Endorsement of candidates for public 
office; dissemination of literature per- 
taining to legislative matters. 

Advocating particular viewpoints _ on 
disarmament through the dissemina- 
tion of tapes, recordings and selected 
speakers. . ... 

Dissemination of Anti-Catholic political 
material. 

Advocating particular philosophy which 
can only be attained through legisla- 
tion. Contemplated participation in 
political campaigns. 

Advocating legislation for state soil and 
water conservation. 

Advocating changes in the United Na- 
tions and political actions in foreign 
nations through direct action by the 
organization or others. 

Dissemination of periodicals pamphlets 
and other printed matter pertaining 
to education, segregation, national 
economic policy, communism, etc. 

Advocating the acquiring and operating 
of public utilities and reducing real 
property taxes, which objective can 
only be accomplished by legislation. 

Advocating through pamphlets and 
publications the passage of a right to 
work law. 

Sponsoring forums and crusades con- 
cerning anti-communism and politics. 
Publishing of newspaper on these 
subjects and disseminations of litera- 
ture of a similar nature. 

Advocating certain political, social, and 
economic reforms based on views of 
creator of organization. 

Advocating certain views through the 
publication of pamphlet. 

Opposing legislation directed at anti- 
vivisection. 

Dissemination of information regarding 
the constitution and the advocating 
of a proposed constitutional amend- 
ment. 

Supporting the roclection of candidates 
favoring the repeal of the 16th 
amendment and other legislation 
favored by the organization. Sup- 
porting the candidacy of independent 
Presidential and Vice Presidential 
candidates. 


39 - 915 — < 34— 15 
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The Chairman. Does the Code give the IRS discretion in deter- 
mining whether a foundation’s tax exemption should be revoked be- 
cause of a violation of the political activities provision? Please ex- 
plain the standards which are used in determining whether or not to 
revoke. 

Mr. Rogovin. The term “discretion” is probably inappropriate in 
this regard. We have a statutory standard, Mr. Chairman. I believe 
you read it into the record a few minutes ago, that no substantial part 
of the activities of the organization be carrying on propaganda, or 
otherwise attempting to influence legislation. 

JIow, the key words 'here are “no substantial part.” That came into 
the law in 1934 and has been a very difficult quantitative test to apply 
for the Service. 

I might point out at the time that it came into the statute, Senator 
Da Follette pointed out that the Administrator is going to be plagued 
with difficulty in determining a “substantial part,” and he pointed out 
that perhaps an all-or-nothing rule would be more appropriate. In any 
event, we have worked with the statute. We have a court decision, 
the Seasongood case, where a Circuit Court concluded that something 
approximating five per cent of the activities of the organization did 
not represent a substantial part of their activities. 

In applying the test, our revenue agent must look at all of the activi- 
ties of the organization; then segregate those activities which con- 
travene the statute. And then, the determination must be made as to 
whether or not they are a substantial part of the total. 

The Chairman. Since 1960, has the IRS made advisory or declara- 
tory rulings to tax exempt foundations who inquire into the question 
of whether certain activities are in violation of the political prohibi- 
tions of the Code? 

Mr. Rogovin. I believe we have, yes, sir. 

The Chairman. Please supply for this record a list of such rulings, 
identifying the tax exempt foundations and describing the rulings. 

Mr. Rogovin. We can supply the information dealing with the or- 
ganization, the inquiry, and the result. 

The Chairman. That is right. 

Mr. Rogovin. The name of the organization may create a problem. 

The Chairman . Supply that for the record when you look over your 
transcript. 

What did you say about the name ? We want to identify the founda- 
tion . Y ou could do that all right ? 

Mr. Rogovin. We may have some difficulty, Mr. Patman, with re- 
spect to our disclosure statutes. 

The Chairman. Well, I am not sure that we would agree with you 
on that, Mr. Rogovin. 

Mr. IIarding. W e may not have a problem, Mr. Chairman. If we 
do, we shall discuss it with you. 

The Chairman. We shall discuss it later, fine. 

(Following is the information submitted by the IRS, under date of 
October 2, 1964:) 
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Since I960, the National Office of the Service has issued advisory rulings as to 
whether certain activities would be in violation of the political prohibition provisions 
of section 501(c)(3) of the Internal Revenue Code to the following organizations: 


Name and Address 

Date 

Question Dealt With 

1, National Society for 
Medical Research 
Chicago, Illinois. 

5-23-61 

The extent to which an oxempt organiza- 
tion can engage in the support of 
proposed legislation. 

2. The Texas Association 
for Mental Health 
Austin, Texas. 

10-3-61 

The extent to which an exempt organiza- 
tion can engage in legislative activities 
for improving treatment facilities for 
the mentally ill. 

3. Council of Social 

Agencies of Rochester 
and Monroe County, 
Inc. Rochester, New 
York. 

12-20-63 

The extent to which an exempt organiza- 
tion can advocate the adoption of 
pending legislation. 
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The Chairman. Following is the full content of a Public Notice 
(Report No. 4468) of the Federal Communications Commission, dated 
December 19, 1962, relating to “Noncommercial Stations and Political 
Broadcasts.” It reads as follows : 

In response to an inquiry from the National Association of Educa- 
tional Broadcasters as to whether the carrying of political programs 
by educational TV stations would affect their tax-exempt status with 
the Internal Revenue Service, the Commission obtained the views of 
the latter agency and transmitted them in full to the NAEB for its 
information. . . , u 

In its letter of transmittal to the NAEB, the Commission further 
stated: . ,, 

“It would appear that the noncommercial educational station could 
not, without jeopardizing its tax-exempt status, take sides in a political 
campaign or ‘editorialize’. But it would also appear that if the non- 
commercial educational station presents political broadcasts in a truly 
nonpartisan manner, acting ‘entirely in the public interest’ and with- 
out itself 'participating or intervening in a political campaign on 
behalf of a candidate for public office’ * * * it would not run afoul of 
the cited tax provisions.” 

Please submit for the record a copy of your memorandum or letter 
replying to the Commission’s inquiry, which resulted in the FCC’s 
pronouncement which I have just read into the record. You would 
be willing to submit that ? 

Mr. Harding. Yes, sir. 

(The information submitted by the IRS, under date of Septem- 
ber 22, 1964, appears on pages 261-26B.) 

The Chairman. Based upon your reply to the FCC, I take it that 
the Code and Treasury regulations, without question, prohibit tax 
exempt foundations from engaging in partisan political activities. 
Ig this correct ? 

Mr. Harding. That is correct. __ . 

One second, Mr. Chairman. Mr. Rogovm would like to add to that. 
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Mr. ItoGoviN. Mr. Patman, the term and the language in the 
statute — I think that is what we should hew to. The statute says, 

‘‘does not participate in, or intervene in, (including the publishing or 
distributing of statements) , any political campaign on behalf of any 
candidate for public office.” 

So it is a political-type program that relates to a campaign for 
public office as opposed to perhaps a politically oriented program 
relating to legislation or something other than an election. It is as to 
the latter that there is a flatfooted prohibition. 

The Chairman. Am I also correct in my understanding that a tax 
exempt foundation cannot urge, advocate, or otherwise endorse a par- 
ticular view on a political issue ? 

Mr. Harding. I think the prohibition there goes to the question of 
its substantial nature, Mr. Chairman. 

The Chairman. The rule that you mentioned a while ago ? 

Mr. Harding. Yes, sir, substantial nature. 

The Chairman. During the last few years, would you say that the 
subject of the “nuclear weapons test ban treaty” constitutes a critical 
political issue of our times ? 

Mr. Harding. I think it does, Mr. Chairman. 

The Chairman. Is this type of political issue encompassed within 
the meaning of “political activities” prohibited by the Code? 

Mr. Harding. A substantial portion of it, yes, sir. 

The Chairman. Would a partisan statement on the nuclear weapons 
test ban treaty by a tax exempt foundation be encompassed within the 
Treasury regulations forbidding such organizations from carrying on 
propaganda or otherwise attempting to influence legislation ? 

Mr. Harding. If a substantial portion of the material fell into this 
category, yes, sir, it would. 

The Chairman. Would you say that, during the last few years, 
such subjects as “aid to education,” “highway spending,” “urban 
renewal,” “curtailment of Federal Government activities in these 
areas,” “Federal farm program,” “Medicare,” and the “Supreme 
Court’s decision on integration” are political issues of our day * 

Mr. Harding. Yes, sir ; I would. 

The Chairman. Would you say that a tax exempt foundation which 
engages in the dissemination of partisan information to the public on 
these subjects is violating the political activities prohibitions of the 
Code ? 

Mr. Harding. Not automatically, Mr. Chairman. The foundations 
under our existing law and regulations are able to speak on these 
subjects. If, however, we find that their legislative advocacy is sub- 
stantial or their dissemination is not of an educational nature — that 
is they are not presenting both sides of the question, they are not sup- 
porting their position with factual data — then a serious question is 
raised about their educational status. 

_ The Chairman. I should like to ask you about Life Line Founda- 
tion. Inc. (formerly Facts Forum, Tnc.) of Dallas, Texas. I shall 
ask Mr. Olsher to continue if he will, please. 

Mr. Olsiier. First, here is a summary of the Foundation’s income 
and expenditures for fiscal years 1951 through 1963 : 

• Total receipts were $5.1 million, including over $3 million con- 
tributions received. 
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• Administrative and operating expenses totaled $4.9 million. 

• Charitable contributions totaled $1,000. 

• Awards and scholarship grants totaled $47,268. Awards were 
made for the following activities : suggestions for questions to bo dis- 
cussed; best letters to editors on current events; largest group meet- 
ing ; best arranged group meeting ; obtaining largest number of new 
members; materials for Facts Forum News — including essays, prose 
quotations, etc.; slogans for Facts Forum; suggested question for 
Facts Forum poll cards; suggested topic questions for Facts Forum 
television programs. 

The details of the Foundation’s income and expenditures are rather 
lengthy so I shall insert them in the record at this point, instead of 
reading them, and shall give you a copy. 

( The insert follows : ) 


Life Line Foundation, Inc. (Formerly Facts Forum, Inc.) 

Gross Income — Fiscal years ending Sept. SO, 1951 through Sept. 80, 1968 
{excluding contributions received) 

Interest $623.70 

Year ending 9/80 Amount 

1952. $143.75 

1953 479. 95 


Dividends 


$623. 70 


Year ending 9/ 30 

Amount 

1953.---. — - 

$119.25 

1954 

174.90 

1955 

278. 16 

1956 

294. 30 

1957 

98. 10 


$964. 71 

Gain (or loss) from sale of assets . . . 


Year ending 9/80 

Amount 

1954.. 

$370.52 

1957 

21,531.40 

1959. 

(111.52) 

I960.. 

(100.34) 


964. 71 


21, 690. 06 


$21, 690. 06 

Receipts from subscriptions to Facts Forum Nows 407, 787. 78 


Year ending 9/30 Amount 

1953 $3,832.80 

1954 (including sale of 

individual copies) 64, 971. 99 

1955... 204,401.43 

1956 (including sale of 

individual copies) 87, 099. 67 

1957 47, 481. 89 


(Including dona- 
tions for subscrip- 
tions in amounts 
less than $100.. $407, 787. 78 
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Gross Income — Fiscal years ending Sept. 30, 1951 through Sept. 30, 1963 
(excluding contributions received )■ — Continued 

Receipts from advertisements in Facts Forum News $9, 992. 08 


Year ending 9/SO Amount 

1954 __ $4,371.71 

1955 4,191.05 

1956 1, 381. 30 

1957 48. 02 


$9, 992. 08 


Receipts from newspaper distribution 

Year ending 9 /SO 

1960 

1961 

1962 

1963 


351, 230. 77 

Amount 
$52, 690. 62 
71, 447. 75 
118, 071. 78 
109, 020. 62 


$351, 230. 77 


Receipts from rental of television films 

Year ending 9/30 

1953 

1954 

1955 


4, 696. 00 

Amount 
$1, 418. 00 
2, 238. 50 
1, 039. 50 


Receipts from television 

Year ending 9/30 

1962 _: 

1963 


$4, 696. 00 

94,199.63 

Amount 
$34, 377. 16 
59, 822. 47 


$94, 199. 63 

Receipts from rental of radio tape recordings 


Year ending 9/30 

1953 

1954 

1955 

1956 

1959 

1960 

1961 

1962 

1963 


Amount 
$1, 422. 86 
12, 904. 35 
10, 927. 14 
1, 831. 00 
104, 387. 02 
126, 193. 57 
174, 343. 73 
242, 882. 49 
280, 835. 43 


956, 447. 59 


$956, 447. 59 

Receipts from distribution of books and recordings 


Year ending 9/30 
1953-1 

1954 

1955 

1956 

1957 


Amount 
$130. 10 
366. 21 
630. 41 
100. 39 
4, 038. 48 


5, 265. 59 


Receipts from distribution of books 
Year ending 9/30 

1959 

i9C0__ 

1961 

1962 

1963 


$5, 265. 59 

79, 502. 72 

Amount 

$57, 106. 05 
3, 176. 73 
1, 227. 87 

8, 487. 21 

9, 504. 86 


$79, 502. 72 
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Gross Income — Fiscal years ending Sept. 30, 1951 through Sept. SO, 1963 
( excluding contributions received ) — Continued 


Receipts from sale of transcript . 

Year ending 9/30 
1959. 

1960 

1961 

1962 

1963. 


$100, 894. 62 


Amount 
$713. 35 
1, 599. 37 
15, 086. 03 
38, 136. 29 
45, 359. 58 


$100, 894. 62 

Receipts from sale of music rights — year ending 9/30/56 — 

Receipts from Life Line Links 

Year ending 9/30 Amount 

1962 $2, 951. 39 

1963 1,292.75 


100. 00 

4, 244. 14 


$4, 244. 14 

Receipts from sale of article reprints— year ending 9/30/58 6. 50 

Award received for slogan — year ending 9/30/53 J-JJ”. 'fj 

Receipts from collection of written-off debt — year ending 9/30/58. 1 ' 3. 44 

Commissions received — year ending 9/30/58. 4, 604. 68 

Miscellaneous receipts 064. 51 

Year ending 9/30 Amount 

1960 $21.00 

1961. 874.06 

1962 _ 2, 276. 98 

1963 992.41 

$4, 064. 51 

Total Gross Income — fiscal year 9/30/51 through 9/30/63. $2, 046, 488. 52 

Contributions received ( including those less than $3,000 to 1963 and those less than 
$ 100 beginning 1963, and excluding “ donations ” for subscriptions ) 

Contributions received $3, 082, 598. 19 


Year ending 9/30 Amount 

1951 $47, 543. 00 

1952 181, 316. 88 

19531 - 245,810.53 

1954 _ 688, 693. 25 

1955. -- 1,224,423.56 

1956 600, 285. 81 

1957.. . 65,019.00 

1958.. . 144.40 

1959 6, 463. 52 

1960 22, 898. 24 


$3, 082, 598. 10 
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Disbursements — fiscal years Sept. SO, 1951 through Sept. SO, 1963 


Awards paid out. 


Year ending 9 f SO Amount 

1951 $2, 152. 00 

1952 14, 764. 10 

1953— Cash 326. 00 

Merchandise 2, 344. 55 

1954— Cash 6, 145. 00 

CJ.S. Bonds 3, 375. 00 

Merchandise 1, 355. 00 

1955— Cash 3, 331. 00 

U.S. Bonds 3, 862. 50 

Merchandise 3, 244. 00 

1956— Cash 2, 643. 00 

U.S. Bonds 187. 50 

Merchandise 1, 057. 00 

1957— Cash . _ _ 236. 00 


$45, 022. 65 


$45, 022. 65 

Scholarship grants paid 2, 245. 00 

Year ending 9/80 Donee Amount 

1955 — Karl Baarslag $1, 045. 00 

Paul Crouch 1, 200. 00 


$2, 245. 00 

Charitable contributions 

Year ending 9/30 Donee Amount 

1957 — ■ Wadley Blood Center, 

Dallas $1,000.00 

Administrative and operating expenses 


Year ending 9 1 SO 


Amount 


1951 — $34,098.79 

1952 136, 771. 74 

1953. 268,263.17 

1954 756, 746. 55 

1955 1, 478, 915. 99 

1956 684, 679. 68 

1957 125, 975. 85 

1958 10. 00 

1959 184, 369. 50 

1960 188, 656. 51 

1961 225, 162. 84 

1902.. 410,795.03 

1963 445,450.18 


1 , 000 . 00 


$4, 939, 895. 83 


$4, 939, 895. 83 
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Assets, Liabilities, Net Worth 


6/22/51 . 
10/1/51 . 
10/1/52. 
10/1/53 . 
10/1/54 . 
10/1/55. 
9/30/56. 
9/30/57. 
9/30/58. 
9/30/59. 
9/30/60 . 
9/30/61 . 
9/30/62. 
9/30/63 . 


Total assets 
based on 
Foundation’s 
carrying values 


$2, 500. 00 
11, 922. 71 
41, 942. 25 
25, 002. 04 
. 33, 051. 54 
103, 627. 62 
' 69, 719. 55 
249. 54 
563. 88 
52, 442. 42 
69, 001. 68 
79, 416. 59 
128, 788. 49 
176, 010. 64 



Net worth 

Total 

based on 

liabilities 

Foundation’s 
carrying values 


$2, 500. 00 

$630. 50 

11, 292. 21 

725. 95 

41, 217. 30 

1,404.97 

23, 597. 07 

1, 681. 89 

31, 369. 65 

117, 965. 21 

(14, 337. 59) 

80, 475. 05 

(10, 755. 50) 


249. 54 


563. 88 

. 63, 648. 82 

(11,206.40) 

61, 665. 44 

7, 336. 24 

34, 263. 75 

45, 152. 84 

47, 247. 38 

81, 541. 11 

: .33,091.59 

142, 919. 05 


The Chairman. By letter of September 28, 1062, the Baltimore 
District Office of the IRS advised Life Line Foundation, Inc., of 
Dallas, that one of its examining officers had recommended that the 
Foundation’s tax exemption be revoked, based on an audit for fiscal 
year ending September 30, 1961. The language is as follows: 

It is recommended that the tax exemption granted under Section 
501(c) (3) as an educational organization be revoked since it is deemed 
that the organization fails to meet the definition of educational as de- 
fined in Section 1.501(c) (3)-l(d) (3) of the Regulations. 

Does this mean that the recommendation applies only to the fiscal 
year ending September 30, 1961 and subsequent years ? Or is it 

retroactive, Mr. Harding ? . 

Mr. Harding. Without examining the Baltimore letter in more 
detail, Mr. Chairman, I am not sure I can answer that question. 

The Chairman. This is all that there is. . This is all that was said 

by the B altimore office. - . - 

Mr. Harding. Generally, the denial of this sort would be a pro- 
spective denial. 

The Chairman. Would be a what? 

Mr. Harding. A prospective denial. ■ , 

The Chairman. Life Line filed a protest. By letter of March 8, 
1963, Mr. Irving Machiz, District Director, Baltimore, advised Life 
Line as follows : 

An Informal conference was granted with respect to the matter and 
the conferee sustained the findings of the Examining Officer. The recom- 
mendations of the Examiner Office and the conferee have been carefully 
reviewed and approved by this office. The matter will be referred to 
our National Office for consideration. You will be granted a hearing in 
that office prior to any issuance of an adverse ruling. 
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What is the IRS national office decision in this matter ? 

Mr. Harding. We have not yet reached a decision in this matter, 

Mr. Chairman. 

The Chairman. Let us see, it came to you March 8, 1963. This is 
September 1, 1964. You say you have not reached a decision? 

Mr. Harding. It was necessary in this connection, Mr. Chairman, for 
the national office to obtain additional information beyond that which 
was obtained by the Baltimore district. This information has been 
obtained and is in the process of analysis and final conclusion. 

The Chairman. If the Baltimore District Office recommendation to 
revoke Life Line’s tax exemption is upheld, would the Foundation 
only be taxable for the years beginning fiscal year 1961 ? 

Mr. Harding. That is generally the case, Mr. Chairman, yes. 

The Chairman. Do you know whether the Life Line program ad- 
vocates and urges a partisan vewpoint on such subjects as test bans 
and disarmament, Medicare, aid to education, income taxes, mental 
health, the Federal farm program, Federal welfare programs in 
general, etc. 

Mr. Harding. Mr. Chairman, I am aware of the fact that they give 
forth information on these subjects. I think for me to draw a con- 
clusion that they have taken a partisan position would be preempting 
the results of our study, since that would go the question of their 
exemption. 

The Chairman. Do you know whether the FCC has received com- 
plaints concerning the Life Line program where complainants seek 
radio time to reply to the controversial issues carried by the program ? 

Mr. Harding. I have no personal knowledge of what has been re- 
ceived by the FCC, Mr. Chairman. 

The Chairman. Do the IRS records show any FCC rulings on the 
question of whether a particular Life Line program constituted a 
controversial issue requiring the radio station involved to afford a 
reasonable opportunity to complainants for the presentation of con- 
trasting viewpoints ? 

Mr. Harding. Mr. Rogovin informs me that in connection with our 
study, we are aware of this circumstance to which you refer. 

The Chairman. It is being considered ? 

Mr. Harding. Yes, sir. 

The Chairman. Has the IRS determined whether this foundation 
is engaged in propaganda or political activities? 

Mr. Harding. We have not made that determination to the extent 
that it would preclude their exemption. 

The Chairman. If the Foundation is shown to be involved in propa- 
ganda or legislation, either one of those activities would disqualify it 
for tax exemption, is that correct ? 

Mr. Harding. It is the question of substantiality, Mr. Chairman. 

The Chairman. How do you explain the fact that the Life Line 
Foundation still retains its tax exempt status despite the fact that the 
FCC has interpreted a number of Life Line programs under its “fair- 
ness doctrine” as programs involving controversial public issues re- 
quiring radio stations carrying the particular Life Line program in 
question to accord reasonable opportunity for the presentation of 
conflicting or contrasting viewpoints ? 

Mr. Harding. I would like Mr. Rogovin to respond to that question, 

Mr. Chairman. 
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Mr. Kogovin. Mr. Patman, if I may, the exei mpti 
educational organizations; it must have an educational 
clnsivelv Within the educational dichotomy, we have the univers y 
and wfiiave the type that does not have a faculty or curriculum 
This is what we are talking about in this latter category. In this 
latter c^te-oi-y, cur regulations say that an organization may be 
educationaf i/ite material relates to “the mstruction of ** I^c o „ 
subiects useful to the individual and beneficial to the community. 

We further say that “an organization may be educational even 
though it advocates a particular position or viewpoint ao long as it 
nreJuite a sufficiently full and fair exposition of the pertinent tacts 

or the piblio to form an independent 
opinion or conclusion. On the other hand, an organization is n 
educational if its principal function is the mere presentation o 

im Nfw,°hi the casettiat you are referring to and in a number of -other 
cases, our analysis is an extremely deep one of a .myriad matengs 

fliat organization lias pnt out over a period, ox tinie. ; 

is nofon S™e questimi of whether or not they have been for or 
against a particular piece of legislation. It is the m^'^m^whic^ 

they take a position, whether they give a full and < fwLmination 
whether they had a bias. This is an extremely difficult determination 

to make, because organizations quite often set up a f°™^t to make l 
appear that both sides of the issue are being is 

the arguments pro and the arguments con; yet the whole thing 
weighted so that their particular viewpoint emerges as the clear 

Ch Now, these are extremely difficult issues for our pcop’e to grapple 
with and this is currently what is going on expect t lnfolnne 
and a number of other organizations, go there i (no 'flat footed ans 
as to any particular activity. It has to be held to the light ot the 

r6 The CnlmMAK. By letter of March 11, 1964, we asked the Founda- 
tion to furnish the following information regarding donations 
received for subscriptions to Facts Forum News. 

Mr. Olsher, suppose you read this. 

^\mountof cash received from each donor during each year. 

2 Amount and description of other property received from each 
donor during each year. If stocks, bonds or other securities were 
received, plef se describe fully, including name of issuing company, 

type of issue, number of shares or face amount, etc. , r 

' 3 . Number of subscriptions purchased during each year by each 

O ? 0 T Ce and address of each person or organization receiving 
a subscription as a result of each purchaser’s payments, and the be- 
o-innimr date and expiration date of each subscription. 
g T Sfbscrfption rites for Facte Forum News during each year be- 

gi 6 n Auditor’s statements showing circulation of Facts Forum News 
for each of the years beginning 1951, including number of subscribers 

^ Copy o? each adver tising rate card used for Facts Forum News 
beginning with the year 1951. 
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A^n e 20,°196^ tiOn replied as folIovvs lj y letters of April 2, 1964 and 

o' !° cori tributions for subscriptions other than cash, 

e information requested m the aforementioned items -5 «ir»d 4 
was not available to the Foundation, and they Sno knSedL as to 
where we could obtain the information. u no Knowledge as to 

w " I. 1 , 16 subscription rate for Facts Forum News through May 1956 

avahabuT ar ° n ° audltor ’ s stat ™its or advertising rate cards 

thf^JdatST&T^Sfm 7 here , 114 . k + n .°wn donors contributed to 
le n ounaation ^273,691.01 for subscriptions to Facts Forum News 

tZ»Th d r ch <ioi “; r v «) u-M ” e XS 3teS5 

of «* EbX'S. <3) ‘ he begimil « di “ e md “Potion date 
Each of the donors no doubt took the maximum charitable dedne 

buZE^T™ " «"*- -HJSgfS 

pillaTfobniin^f’ M !' Hardin g> that the IRS attempt to com- 

CsubsStenTto FnT ^ donations received 

suoscripuons to Pacts Forum News, and submit it to thk q„V, 

committee for purposes of the hearing record • b *' 

of the s " bsor, P tiona PPtohased during each year by each 

(b) he name and address of each person or organization rereiVinn- 
a subscription as a result of each purchaser’s payments and the he* 
gmmng date and expiration date of each subscrfpC ’ ^ be ' 

OctoberTE) 6 mf ° rmatlon sub ™tted by the IRS, under date of 

ing^oprs^ofsiitS" questio ™ to - »«■*- 

(S&Ewf:r i ' a ’ “ d »“ * “PI- 
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Purchaser of subscriptions 

Acme Steel Co., Riverdale Station, Chicago — 

Leo Adler, Baker, Oregon 

American Snuff Co., Memphis-; 

Baker Oil & Tool Co., Box 2274, Terminal Annex, Los Angeles 

Harry Bass Drilling Co., 1403 Magnolia Building, Dallas . 

Bell Transportation Co., P. O. Box 8598, Houston — , . 

L. M. Berry & Oo., Hulman Bldg., Dayton 

Blue Bell, Inc., E. W. Weant, Vice-Pres., Drawer C~2, Greens- 

, boro, N.C . 

Blanton Drilling Co., 2328-24 Gulf Building, Houston ^ .- — * 

The Brewster Co., Shreveport . 

Brinkerhoff Dhilling Co., Denver, Colorado 

Zaclc K. Brinkerhoff, Brinkerhoff Drilling Co., Continental Bldg’., 

Dallas 

Enoch Brown, Memphis 

E. L. Bruce Co. Box 397, Memphis 

Brummer Seal Oo., Chicago : 

G. H. Burnham, Tri-State Oil Tool Co., Inc., P. O. Box 5588, Bossier 

Branch, Shreveport 

J. P. Butler, Midland, Texas , 

C. & H. Transportation, P. O. Box 5976, Dallas , 

H. E. Chiles, Jr., 12121 Cuthbert, Midland, Texas — 

C. Reid Clatterbuck, Bowles Livestock Commission Co. Omaha 

Commercial Print and Letter Service, 1015 North Hawkins Dallas — 

Continental National Bank, Fort Worth 

Continental Supply Co., Dallas 

Cotwell Manufacturing Co., 234 South Fairview Avenue, Spartan- 
burg, S.C : 

Ed Cox Foundation, Magnolia Building, Dallas 

C. M. Crawford, Jr., 9606 Santa Monica Blvd., Beverly Hills, Cal 

John F. Cuneo, 2242 South Grove Street, Chicago 

Devin-Adair Co., 23 East 26th Street, New York — 

Dresser Industries, Republic Bank Bldg., Dallas 

R. B. Dresser, 15 Westminster, Providence, Rhode Island 

Clem W. Drewett, Jena, Louisiana : . 

Glen Drewett, Jena, Louisiana — ■ 

Duke Transportation Co., P. O. Box 536, Jena, Louisiana 

Empire Drilling Co., Dallas 

Exchange Bank and Trust, El Dorado, Ark 

First National Bank, Dallas i 

First National Bank, Magnolia, Arkansas...— 

Foundation, Inc., Wichita, Kansas 

G. & H. Specialty Co., P. O. Box 1362, Shreveport 

Gardner & Denver Co., P. O. Box 5957, Dallas 

Philip Geist, 227 Erne Street, Detroit 

W. L. Goldston, Oil & Gas Building, Houston 

B. A. Hardy, P. O. Box 1237, Shreveport 

II. R. Hayes, Monroe, La 

E. J. Hudson, Hudson Engineering Corp., Houston 

Hunsalcer Trucking Co., P. O. Box 97, Carrolton, Texas 

H. L. Hunt, 700 Mercantile Bank Building, Dallas 

Hunt Oil Company, 700 Mercantile Bank Bldg., Dallas 

A. W. Hutchings, Suite 522, Fidelity Union Life Bldg., Dallas 

Ingersoll Corp., Shreveport 

Jones Apothecary, Inc., 2400 Rise Blvd., Houston 

P. G. Lake, Inc., Tyler, Texas — 

Charles H. Lawrence, Jr., P. O. Box 218, Lake Charles, La 

Lawton Oil Corp,, Magnolia, Ark • 

Levingston Shipbuilders, P.O. Box 411, Orange, Texas 

Lewis Sound Films, 71 West 45th St., New York 

Lion Oil Co., El Dorado, Ark 

Lone Star Cement Corp., New York 

Lone Star Steel Co., P.O. Box 8087, Dallas 

R. L. Lorel, First National Bank Bldg., Dallas 


Amount 
.. 8574.00 
1, 000. 00 
200. 00 
300. 00 
100.00 
600.00 
3, 596. 00 

100 . 00 
10O, 00 
1, 000. 00 

300.00 

250.00 
125, 00 

100.00 
276. 00 

200'. 00 
100. 00 
- 100. 00 
100 . 00 
200. 00 
100.00 

372. 00 
35, 000. 00 

442. 00 
100. 00 

100. 00 
250.00 
200. 20 
189. OO 

. 250. 00 
100.00 
100. 00 
1, 350. 00 
1, 345. 00 
100, 00 
33, 000. 00 
100,00 
100.00 
650. 00 
100. 00 
100. 00 
©00.00 
100.00 
120. 00 
1, 500. 00 
146. 00 
100, 000. 00 
5, 870. 87 
200.00 

500.00 
100, 00 

1. 000. OO 

2.000. 00 

100.00 
875. 00 
100. 00 
707. 00 
250. 00 

10, 200. 00 
100.00 
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Purchaser of subscriptions — Continued 

Amount 

Gene McAdams, John Clay & Co. Live Stock Commission, Chicago $100. 00 

McAlester Fuel Co., Magnolia, Ark 165. 00 

John A. McGuire, Pres., Three States Natural Gas Co., 17th FI., 

Corrigan Tower Bldg., Dallas 100. 00 

Memphis Clearing House, Memphis 300. 00 

Memphis Manufacturing Co., Memphis 200. 00 

Mercantile National Bank, C. L. Thornton, Chairman of the Board, 

Dallas 500. 00 

The Mercantile National Bank, Dallas 500. 00 

Mid-Continent Supply Co., Fort Worth 2, 000. 00 

Milwhite Mud Sales Co., 1092 M & M Building, Houston 100. 00 

Clifford Mooers, Walnut Spring Farm, Route 4, Washington 246. 00 

Adrian Moore, 2512 Gulf Building, Houston 100. 00 

Woodroe Moore, P. O. Box 5006, Bossier City, La 121. 00 

Murphy Corporation, El Dorado, Ark 270. 00 

National Geophysical Co., Inc., 8800 Lemmon Ave., Dallas 714. 00 

The New Seven Falls Co., Colorado Springs, Colo 5, 000. 00 

Padgett Printing Co., Dallas 500. 00 

Panola Pipeline Company, (Caroline Hunt Trust Estate), 700 Mer- 
cantile Building, Dallas 1, 311. 00 

Penrod Drilling Co., 418 Market St., Shreveport 1, 320. 00 

Placid Oil Co., Shreveport 23, 489. 00 

Railway Express Agency, New York 120. 00 

Ralston Feed Yard, 531 Exchange Building, Omaha 300. 00 

J. B. Razier, Jr., 941 Jefferson, Memphis 200. 00 

Reef Fields Gasoline Corp., J. R. Butler, Pres., P.O. Box 1661, Big 

Spring, Texas 100. 00 

Reef Fields Gasoline Co., 2100 Esperson Building, Houston 100. 00 

The Republic National Bank, Dallas 1, 000. 00 

J. E. Rosenlind, Baker OH Tools, Inc., P.O. Box 2274, Terminal 

Annex, Los Angeles 150. 00 

A. H. Rowan, 19th Floor, Fair Bldg., Fort Worth 200. 00 

Caroline H. Sands, 3546 Caruth, Dallas 15, 000. 00 

Sayles Biltmore Bleachery, Saylesville, R.I 250. 00 

Sayles Finishing Plant, Saylesville, R.I 250. 00 

Clarence Scharbauer, Jr., Midland, Texas 162. 00 

Seaboard Oil Co., Inc., Dallas 383. 00 

Sears, Roebuck & Co., Chicago 2, 000. 00 

Cruger T. Smith, Inc., Dallas 500. 00 

Forest M. Smith, San Antonio 200, 00 

L. C. Smith, Alabama Power Co., Birmingham, Ala 138. 00 

Standard Oil Co., Chicago 1, 000. 00 

Standard Oil Co. of Indiana, 910 South Michigan Avenue, Chicago 780. 00 

Standard Oil & Gas Co., Tulsa, Okla 100. 00 

Sunset News Co., 125 North Westmoreland, Los Angeles 283. 59 

Sweeney Bros. Tractor Co., Fargo, N. Dak 250. 00 

Temple Hargrove, Box 395, Flidell, La 330. 00 

Texas Bank & Trust Co., Dallas 100. 00 

Tri State Oil Co., Box 5588, Shreveport 300. 00 

Triangle Refineries, Inc-., Houston 100. 00 

United Tool Co., P.O. Box 1383, Shreveport 1, 500. 00 

U. S. Steel Corp., Oil Well Supply Div., P.O. Box 478, Dallas 500. 00 

V. ,T. Waters, Dallas 420. 35 

Welex Jet Services, Inc., 1400 East Berry St., Fort Worth, Texas 200. 00 

Wilson Supply Co., 1412 Maury St., Houston 300. 00 

Wilson Supply Co., 1301 Conty St., Houston 300. 00 

Wilson Supply Co., P.O. Drawer 19, Houston 300. 00 

Morris K. Womack, Houston 100. 00 

General R. E. Wood, Sears Roebuck, Inc., Chicago 1, 000. 00 


Total 273, 691. 01 
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Mr. Harding. I should like to ask a question. Are these the totals 
for those fiscal years for each of these contributors . 

Mr. Olsiier. Yes, that is correct. 

Mr. IIarding. 1954 through ’56? 

Mr. Olsiier. For the purposes as identified. 

Mr. Harding. Yes, I understand. 

Mr. Olsiier. On the tax returns. 

Mr. Harding. This was on the Form 990-A i 

Mr. Olsiier. Yes, these figures come from their tax returns, as re- 
ported on the F orm 990-A. 

The Chairman. Has the IRS determined whether the donors classi- 
fied the “subscriptions donations” as a business expense or as a chari- 
table deduction ? , • 

Mr. IIarding. No, sir, to my knowledge, we have not made tins 

(Following is the information submitted by the IRS, under date of 
October 12, 1964.) 

The Service has not determined whether the donors (referred to at the 
September 1 hearing) , classified the “subscriptions donations as a 
business expense or as a charitable deduction. (The donors referred to 
were set forth in a listing furnished by you of 114 : individuals and or- 
ganizations said to have contributed a total of $273,691.01 to the Life Line 
Foundation for subscription to Facts Forum News during liscal yeais 

19 The 1 questio 1 n Tsto how these 144 may have classified such payments 
during the years 1954 to 1956 is not considered germane to our current 
consideration of the exempt status of the Life Line Foundation for the 
fiscal year ended September 30, 1961. To the extent these amounts w_ 
claimed as deductions on the income tax returns of the contributors, this 
would have been an appropriate question at the time their returns were 
subiect to audit. The staute of limitations would, however, normally 
have run on these returns during the year 1960, and no revenue purpose 
would be served to have our various field offices search theii files and, 
where necessary, to audit the records of the various individuals and 
organizations for information on this point. . 

Since this .particular information is not germane to our consideraUon of 
the status of the Foundation, as stated above, use of the Sei vices 
manpower and audit authority solely to obtain this information does not 
appear warranted. 

The Chairman. I shall now give yon a copy of the schedule show- 
ing information we requested from Life Line regarding donations 
received for subscriptions to Facts Forum News. (See exhibit 41, 

Pa flx 5 returns of the Life Line Foundation indicate that 23 donors 
contributed to the Foundation $3,049,703.52 during fiscal years Idol 
through 1960, excluding donations for subscriptions. According to 
the Foundation, all such donations were made in cash, and no securities 
or other property were involved. 

Following are the names and addresses of the donors and the amounts 
contributed to the Foundation, excluding amounts of under $3,000 
received during 1951 and 1952 and excluding amounts of less than 
$100 received during 1953 through 1960. In order to save tune, 1 
shall insert the information in the record instead of reading it, and 
give you a copy. 
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Append 

(The insert follows :) 

Donor 

Bright Star Foundation, Dallas 

Woffard Cain, Mercantile Bldg., Dallas 

Gulf Oil Corp., Houston I ~~~ 

Gulf Oil Corp., Pittsburgh 

H. R. Hayes, e/o H. R. Hayes Lumber Co., P.O. Box 1461, Monroe, 

Louisiana 

A. G. Hill, Chapel Hill Gas System, Dallas 

H. L. Hunt, 700 Mercantile Bank Bldg., Dallas 

N. B. Hunt, 700 Mercantile Bank Bldg., Dallas 

Stuart Hunt, Empire Drilling Co., 1507 Mercantile Bank Bldg., 

Dallas , _ ~ 

Dina F. Lee, Flowerland, Chamblee, Georgia _ 

Lone Star Steel Co., Dallas "II 

W. K. Manning, Fidelity Union Life Bldg., Dahas 
George E. Mercer, T. E. Mercer Teaming & Trucking Contractor, 

920 North Main Street, Fort Worth 

National Geophysical Co., 8800 Lemmon Avenue, Dallas— —IIIII 

Ohio Oil Co., Findlay, Ohio ~ 

Placid Oil Co., Shreveport, Louisiana 

Querbes & Bourquin, Shreveport, Louisiana 

A. L. Reed, 4400 Westway, Dallas 

Eldred J. Robinson, Dallas 

Caroline II. Sands, 3546 Canith, Dallas ~ 

Sun Oil Co., Dallas 

Joe C. Thompson, Southland Corp., 228 North Haskell, Dallas— I 
James Ralph Wood, Pres., Southwestern Life Ins. Co., Dallas 


lotal $3,049,703.52 

Mr. Harding. Mr. Chairman, I wonder if that is a typographical 
error on the 1951 ? 1 

The Chairman. Through 1960 ? 

Mr. Harding. I wonder if that was not intended to be 1961. 

The Chairman. No, I think it is correct, 1951 through 1960. Have 
you looked over th e contributions there, Mr. Harding ? 

Mr. Harding. In th is document that we j ust got ? 

The Chairman . Y es. W e wanted you to have time to look at it. 

Mr. Harding. Yes, sir. 

The Chairman. If the Foundation’s tax exemption is revoked 
retroactively, would this affect the deductibility bv the donors of the 
amounts contributed to the Foundation? For example, Mr. H. L. 
Hunt contributed $3,008,500 to the Foundation and, presumably, took 
the maximum deduction on his personal income tax returns. So 
the question is, if it is revoked retroactively, would this affect the 
deductibility by the donors ? 

Mr. Harding. My counsel informs me, Mr. Chairman, that gen- 
erally, even though we revoke retroactively, we would not disallow 
the deduction to the individual making the contribution. If there 
is evidence of complicity or knowledge of the violation, we would go 
back and disallow retroactively as to those doners. This would apply 
to all types of 501 (c ) ( 3 ) organizations. 

Mr. Chairman. You would construe they are made in good faith? 

Mr. Harding. That is the general situation, yes, sir. Since the 
organization did not know at the time that it made the donation that 
we were going to revoke, we would not go back on the donor. 

The Chairman. In addition to producing and distributing the 
program, Life Line, to broadcast stations, do you know that the 
Life Line Foundation also publishes four pages of political com- 
mentary three times weekly entitled, “Life Lines” ? 


Amount 
$16, 750. 00 
100.00 
13, 864. 70 

9. 000. 00 

2, 000.00 

5, 000. 00 
2, 928, 500. 00 

35. 000. 00 

100.00 

105. 00 

200.00 
100.00 

500.00 
100 . 00 

6, 500. 00 

5. 000. 00 

200.00 
100. 00 

9, 883. 82 

10. 000. 00 
6, 500. 00 

100.00 
100. 00 
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Mr. Harding. I am aware that they issue a publication, yes, sir. 

The Chairman. According to the Foundation’s application for tax 
exemption, it was organized as an educational corporation for the 
v purpose of conducting small discussion groups. Would you say 

f that this foundation’s activities have been confined to “small dis- 

cussion groups” since these activities now embrace publications, radio, 
television, and other mass media ? 

5 Mr. Harding. It would not appear so, Mr. Chairman. 

The Chairman. The Foundation’s 1962 figures show a profit on 
radio activities of $125,472.54 and on the Life Line newspaper of 
$32,423.57. Since the Foundation’s activities are supposed to be non- 
profit, would you say that these operations are of such size that the 
Foundation is now a business and taxable as such, or that these activ- 
ities are subject to the unrelated business income tax? 

Mr. Rogovin. Mr. Patman, without prejudicing the Government’s 
case in the Life Line Foundation, and certainly not being an apologist 
for the organization, in general, the fact that an organization that is 
: otherwise exempt makes a profit, shows a plus figure at the end of the 
year, does not indicate that it is outside the purview of the exemption 
provision. The unrelated business income provisions are a recogni- 
tion that an organization can make a profit as long as it is otherwise 
exempt both as to its purposes and the manner in which it conducts 
itself. The unrelated business provisions, sections 511-13 of the 
statute, also recognize that there are certain related activities. 

‘If you had a foundation that was truly educational and it did pub- 
lish a magazine and did make a profit, the publication and sale of the 
editorial content of the magazine would be related and ergo, would 
not be subject to the unrelated business income tax. 

The Chairman. The Foundation shows travel expenses totaling 
$60,124.32 for fiscal years 1954 through 1957. We have not as yet 
been able to examine Life Line’s travel expenses for 1958 through 1963. 
Why should this Foundation need to incur such a large amount of 
travel expenses? 

Mr. Harding. I cannot explain that at this point, Mr. Chairman. 

The Chairman. The Foundation’s travel expenses include the fol- 
lowing reimbursements to H. D. Smoot, Dallas : 


Oct. 8. 1953 $270. 66 

Oct. 20, 1953 * 270. 66 

Nov. 3, 1953 270. 66 

Nov, 22, 1953 270. 66 

Dec. 2, 195S 270. 66 

Jan. 15, 1951 270. 66 

Jan. 21, lost 270.66 

Feb. 3, 1951 270. 66 

Feb. 23, 19*4 270. 66 

March 10, :954 _ 270. 66 

March 19, 1154 270. 66 

April 8, 1954 270. 66 

July 6, 1954 270. 66 

July 19, 1954 270.66 

1954 (month md day is illegible) 270. 66 

Aug. 16, 195i 270.66 

Sept. 1, 1954. 270.66 

Sept. 13, 1951 ... 270.66 

Sept. 24, 1951 270. 66 


which are identical to the penny in 19 instances ? 

39 - 913-64 16 
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■ ARDING ' strikes me us somewhat unusual unless he was go- 

“S*> 'I',® samo places for precisely the same amount of time. 

lhe Chairman. Has the IKS examined these travel expenses to 
determine whether they may be taxable as income to the recipients* 
Mr. Harding. Not to my knowledge. 

The Chairman Again as a time-saver, I shall insert in the record 
at this point details of travel expenses paid to each individual for the 
years 1954 through 1957, instead of reading them, and shall give you 

Mr. Harding. Thank you. 

The Chairman. You have a copy there, Mr. Harding; * 

Mr. Harding. Yes, sir. ~ 

(The insert follows:) 

Facts Forum, Inc. 


Travel Expenses 


YEAR ENDED 9/30/54 


Date 

Ref. 

10- 8-53 

2306 

10- 8-53 

2333 

10- 8-53 

2343 

10- 8-53 

2353 

10- 8-53 

2357 

10- 8-53 

2362 

10-14-53 

2387 

10-16-53 

2395 

10-20-53-,. 

2403 

10-20-53. 

2404 

10-23-53 ... 

2410 

10-26-53 

2416 

10-19-53--. 

JEll 

11- 3-53 

2426 

11- 3-53 

2427 

11- 9-53 

2447 

11- 9-53... 

2489 

11- 9-53 

2494 

11- 9-53 

2495 

11-10-53- 

2497 

11-11-53 

2501 

11-17-53. 

2508 

11-17-53.-- 

2509 

11-17-53 

2510 

11-18-53, 

2512 

11-19-53 

2513 


Payee 


H. D. Smoot, 6038 Kenwood, 
Dallas, Texas. 

Robert H. Dcdman, 6130 Delroy 
Drive, Dallas, Texas. 

John Dale' . . 


Mercantile Commerce Garage, 
Dallas, Texas. 

Mayflower Hotel, Dallas Texas 


William Sauhering, Jr., 342 
Madison Avenue, New York 
City, New York. 

Mayflower Hotel 

* 

Peter Iloguet, 47 E. 92nd Street, 
New York City, New York. 

H. D. Smoot 

* 

Robert H. Dedman_ 

* 

Peter Hoguet,. 

* 

Meredith Howard Harless, 2440 
Kalorama Road, N.W., Wash- 
ington, D.C. 

Jan Lindermann, Hotel Ansonia, 
73rd and Broadway, New 
York City, New York. 

H. D. Smoot. 

* 


* 

Mercantile Commerce Garage 
William Sauhering, Jr 

* 

* 

H. L. Hunt, 700 Mercantile 
Bank Bldg., Dallas, Texas. 
Felix Harris & Comnanv 


Mayflower Hotel 

* 1 

Meredith Howard Harless 

* 1 

Guy Wallace, 191 Green Avenue, 
Freeport, L.I., New York. 
Robert H. Dedman . 

* 

/ell L. Howell, 6231 Vickery 
Blvd., Dallas* Texas. 

G. "P. Steighorst, 4241 Emerson 
Avenue, Dallas, Texas. 
Mercantile National Bank 
(American Airlines for Wm. 
McCallum). 



Amount 


$270. 66 

9. 80 

9. 60 
108. 12 

28. 30 
99. 34 


80. 80 
250. 00 

270. 66 
8. 95 
225. 00 
227. 96 


250. 00 


270. 66 
43. 87 
76. 09 
122. 35 
75. 00 

157. 50 
65. 69 
263. 45 
74. 75 

10. 85 
25. 95 

255. 22 

89. 13 
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Facts Fobum, Inc. — -Continued 
Travel Expenses — Continued 
YEAR ENDED 9/30/54— Continued 


Payee 


Amount 


11-19-53 2514 

11-22-53 2526 

11-24-53 2528 

11-25-53 2529 

11-27-53 2532 

11-27-53 — 2534 


12- 2-53 _ 
12- 2-53. 
12- 2-53. 
12- 2-53. 
12- 4-53. 
12- 4-53. 
12- 7-53. 
12- 7-53. 
12- 7-53. 
12- 7-53. 
12- 7-53. 


12- 8-53 2637 

12-15-53 2651 

12-15-53 2652 

12-16-53 2653 

12-16-53 2654 

12-16-53 2655 

12-18-53 2671 

12-18-53 2672 

12-23-53 2674 

12-23-53 2676 

12-23-53 2681 

12-31-53 2691 

12-31-53 2692 

12-31-53 2693 

1- 8-54 2720 

1-12-54 2729 

1-12-54 2730 

1-12-54 2733 

1-12-54 2741 

1-12-54 2747 

1-12-54 2757 

1-12-54 2795 


1-12-54 2798 

1-12-54 2800 

1-15-54 2814 

1-15-54 2816 

1-18-54 2822 

1-21-54 2824 

1-21-54 2825 

1-21-54 2826 

1-21-54 2827 

1-26-54 2850 

1-26-54 2853 

1- 28-54. 2866 

2- 1-54 2868 

2- 1-54 2869 

2- 2-54 2871 


Peter Hoguet * 

II. D. Smoot * 

G. P. Steighorst- 

Guy Wallace 

II. D. Smoot * 

Wm. O. MeCallum, 519 E. 9th, 

Irving, Texas. 

Peter Hoguet 

Mayflower Hotel 

H . D. Smoot * 

G. P. Steighorst — 

do - * 

Guy Wallace 

Petty Cash... 

Hine Pontiac, Dallas, Texas 

Mercantile Commerce Garage. — * 

Fan and Bill’s Inc 

Mohr Chevrolet Company, 

Dallas, Texas. 

Guy Wallace 

W. T. Hyde - 

G. P. Steighorst 

Guy Wallace 

II. D. Smoot 

Wm. Sauhering, Jr — 

II. D. Smoot * 

Wm. O. MeCallum 

Guy Wallace 

Meredith Howard Harless 

Mayflower Hotel 

Peter Hoguet 

Meredith Howard Harless 

II. D. Smoot 

Guy Wallace 

Mohr Chevrolet Company * 

Mercantile Commerce Garage.. . * 

II. L. Hunt * 

Advertising Specialty Co - 

Hine Pontiac 

Stewart Office Supply Co., ... 
Dallas, Texas 

Pat Cordcr, 7020 Forest Lane, ... 

Dallas, Texas 

Mayflower Hotel 

Pat Cordor 

II. D. Smoot 

Guy Wallace 

Wm. Sauhering, Jr 

II. D. Smoot * 

do * 

Peter Hoguet 

Meredith Howard Harless 

H. D. Smoot 

Robert H. Dedman 

Guy Wallace 

H. D. Smoot 

W. T. Hyde. . - 

Guy Wallace 


398. 27 
270. 66 
211 , 11 
174. 43 
66. 45 
347. 05 

377. 20 
99. 65 
270. 66 
238. 74 
245. 27 
20. 46 
2. 00 
18. 50 
125. 42 
4. 95 
9. 82 

88. 06 
304. 84 
436. 73 
95. 41 
76. 45 
154. 43 
270. 00 
356. 01 
80. 75 
400. 21 
60. 07 
463. 02 
281. 81 
104. 45 
80. 59 
30. 28 
80. 36 
211. 63 
37. 84 
5. 25 
36. 29 


45. 83 

15. 00 
270. 66 

79. 32 

80. 65 
56.45 

270. 66 
933. 31 
273. 03 
76. 45 
51. 49 
84. 39 
113. 05 
415. 74 
69. 82 
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240 TAX-EXEMPT FOUNDATIONS : IMPACT ON SMALL BUSINESS 


Facts Fortjm, Inc. — Continued 
Travel Expenses — Continued 
Y EAR ENDED 0/30/54— Continued 


Date 

Ref. 

Payee 


Amount 

2- 3-54. 

. 2872 

H. D. Smoot 

* 

270. 66 

2- 4r-54_ 

. 2883 


* 

2- 4-54. 

2885 


* 

253. 59 
119. 95 
49. 09 
29. 56 
79. 14 
20. 00 
140. 00 

98. 88 
44 42 
102. 35 
22. 50 

7. 15 
26. 88 
54.25 
270. 66 

2- 4-54 

2887 

Guy Wallace 

* 

2- 5-54 

2889 

Mayflower Hotel 

* 

2- 5-54 

2890 

Fan and Bill’s... . 


2- 8-54 

2906 

Adolphus Hotel, Dallas Texas 


2- 8-54 

2907 

Petty cash 


2-8-54 

2908 

Karl Hess, Adolphus Hotel, 
Dallas, Texas. 

Mercantile Commerce Garage 

Clarence Streit.. 


2-9-54 

2936 


2-10-54. 

2990 


2-10-54 

2992 

American Airlines 


2-15-54 

2996 

John Patrick McCullough, 51 
Greenwich Avenue, New York 
City, New York. 

Robert H. Dedman- 


2-18-54 

3009 

* 

2-18-54 

3014 

Mayflower Hotel 

* 

2-19-54 

3019 

Hotel Adolphus. ... 

* 

2—23—54 

3024 

H. D. Smoot 

* 

2-26-54 

3033 


* 

2-26-54 

3036 

Peter Hoeuet 

* 

173. 39 
104. 00 
42. 78 

2-27-54 

3037 


* 

2- 5-54 


Reimbursement 


2-15-54 




2-12-54... 

JE20 

Karl Hess 

* 

95. 00 
130. 34 
46. 35 
270. 66 

9. 96 

5. 00 

93. 86 

19. 50 
90. 00 

118. 73 

52. 93 
270. 66 

20. 56 

4. 19 

153. 10 

11. 50 
133. 43 
270. 66 

92. 55 

41. 72 

30. OS 

50. 01 

72. 50 

292. 04 

345. 75 
113. 89 

42. 56 

7. 15 

55. 15 
113. 97 

1. 35 

2-28-54.. 

JE21 

H. D. Smoot 

* 

3- 4-54. . . 

3044 


* 

3-10-54 ... 

3047 

H. D. Smoot 

* 

3-10-54 

3085 

Hinc Pontiac 

* 

3-10-54 

3089 

Petty Cash ... 


3-10-54 

3111 

Mercantile Commerce Garage 

Fan and Bill's 


3-10-54 

3120 


3-13-54 

3139 

H. D. Smoot 

* 

3-17-54 

3143 


* 

3-18-54 

3153 

Mayflower Hotel 

* 

3-19-54 

3167 

H. D. Smoot 

* 

3-22-54 

3170 

Pat Corder __ 

* 

3-29-54 

3181 

Robert H. Dedman 

* 

3-30-54 

3185 

H. D. Smoot 

* 

4- 2-54... 

3192 

I. Keith Taylor.. 


4- 5-54 

3193 

American Airlines 


4- 8-54 

3212 

H. D. Smoot _ 

* 

4-12-54 . 

3254 

Mercantile Commerce Garage 

Fan and Bill’s, Inc 


4-12-54 

3255 


4-12-54 .. 

3256 

Mayflower Hotel 

* 

4-12-54 

3257 

Mohr Chevrolet Company 

* 

4-12-54.. _ 

3258 

Sammy’s Fine Restaurant, Dal- 
las, Texas. 

Shirley Arnold Hobbs, 4718 
LaRoma, Dallas, Texas. 

H. D. Smoot ... 


4-1,3-54 

3286 


4-15-54 

3294 

* 

4r-15-54. 

3298 

Robert H. Dedman 

* 

4-19-54 

3302 



4-20-54 .. 

3318 

Robert H. Dedman 

* 

5-3-54 

3326 

H. D. Smoot 

* 

5-7-54 

3329 

Meredith Howard Harless 

* 

5-11-54 | 

3332 

Petty Cash ... 
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TAX-EXEMPT FOUNDATIONS : IMPACT ON SMALL BUSINESS 241 


Facts Fobum, Inc. — Continued 
Travel Expenses — Continued 

YEAR ENDED 9/30/51— Continued 


Date 

Ref. 

Payee 


Amount 

5-11-54 _ 

3376 

Fan & Bill’s, Inc... 


3. 16 

5-11-54 

3377 

Mohr Chevrolet Company 

* 

30. 05 

5-11-54 

3378 

The Mayflower 

* 

35. 65 

5-11 54. 

3379 

Mercantile Commerce Garage 

* 

89. 94 

5-14-54 

3418 

H. D, Smoot - - _ 

* 

175. 35 

5-14-54 

3420 

Zell Howell 

* 

23. 93 

5-21-54 . 

3442 

H. L. Hunt 

* 

200 . 00 

5-28-54 . .. 

3470 

H. I). Smoot _ 

* 

201. 50 

6 - 2-54 . 

3474 

Zell Howell- 

* 

23. 98 

6 - 7_54 

3507 

Mercantile Commerce Garage 

* 

101.97 

7-54 _ 

3534 

Robert H. Dedman 

* 

5. 12 

6-25-54 __ 

3569 

H. D, Smoot 

* 

326. 75 

6-25-54 

3571 

Robert H. Dedman ... 

* 

5. 18 

6-25-54 

3573 

A. B. Cuddihy, Jr., 70 Pine- 
wood Gardens, Hartsdale, 
N.Y. 

— 

538. 36 

6-26-54 

3577 

Hardy Burt 


413. 05 

6-23-54 

3595 

Frances Crary, 2007 Hunting- 
ton, Arlington, Texas. 


6.05 

6-30-54 . 

3603 

Robert H. Dedman 

* 

17. 75 

6-30-54 

3604 

A. B. Cuddihy, Jr 

* 

44. 80 

(il 

CR36 

__ _do 


155. 28 

7_ i_64 

3613 

H. D. Smoot 

* 

162.90 

7 _ 6-54 

3622 

A. B. Cuddihy, Jr 

* 

41. 65 

7 _ 6-54 

3623 

H. D. Smoot." 

* 

270. 66 

7- 8-54 

3626 

Petty Cash-- 


1. 95 

7_ g_54 _ _ 

3662 

Mohr Chevrolet Company 

* 

2 . 20 

7- 8-54 

3663 

Mercantile Commerce Garage 

* 

95. 62 

7- 9-54 _ __ 

3689 

L. W. Cameron 


14. 30 

7—18-54 

3715 

H. D. Smoot 

* 

75. 70 

7-13-54 

3716 

Hardy Burt - 


82.75 

7-16-54 

3730 

Hine Pontiac-. 

* 

9. 55 

7-19-54 

3733 

II. D. Smoot 

* 

270. 66 

(i)_, __ 

3749 

A. R. Cuddihy, Jr- 

* 

483. 64 

(iS 

3750 

Mayflower Hotel 

* 

58. 49 

A) 

3754 

Arvo Goddens. 


21.38 

i) ' I' 

3758 

H. D. Smoot 

* 

109. 65 

1 

3760 


* 

270. 66 

8 - 0^54 

3774 

Fan and Bill’s, Inc 


14. 83 

R_ fi_54 

3812 

Mayflower Hotel _ _ 

* 

50. 26 

8 - 6-54 - 

3813 

Mohr Chevrolet Co 

* 

49. 50 

8 _ 9_54 

3834 

H. D. Smoot 

* 

44.44 

S-10-54 

3846 

Hardy Burt . 


98. 08 

8-li-54 

3851 

A. B." Cuddihy, Jr. 

* 

79. 70 

8-13-54 

3852 

Robert H. Dedman 

* 

10 . 12 

8-13-54 

3859 

Shank, Dedman and Payne, 
Dallas, Texas. 


3. 63 

g_16-54 

3863 

II, X). Smoot 

* 

270. 66 

8-1 6-54 

3864 


* 

73. 00 

8-31-54 

3891 

A. B. Cuddihy, Jr 

* 

96. 76 

9- 1-54 

3902 

II. D. Smoot .... 

* 

270. 66 

9- 1-54 

3903 


* 

83. 25 

ft- 1-54 

3904 

Robert H. Dedman 

4s 

7. 25 

9- 1-54 

3920 

Mercantile Commerce Garage 

* 

184. 57 

ft- 7-54 

3943 

The Mayflower 

* 

114. 33 

9- 8-54 

3961 

Fan and" Bill’s - 



12.22 
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242 TAX-EXEMPT FOUNDATIONS : IMPACT ON SMALL BUSINESS 


Facts Forum, Inc. — Continued 
Travel Expenses — Continued 
YEAR ENDED 9/30/54— Continued 


Date 

Ref. 

Payee 

i 

Amount 

9-13-54- 

3978 

II. D. Smoot - 

* 

270. 66 

9-15-54 

3980 


* 

77. 80 

9-15-54 i 

3990 



116. 05 

9-23-54 : 

4008 

Beth Anderson Rachal, 3109 


70. 00 



McKinney, Dallas, Texas. 



9-23-54 

4009 

Frances Ferguson Crary _ 

* 

104. 88 

0-24-54 

4011 

H. D. Smoot : 

* 

270. 66 

9-30-54 

4016 

Zell Howell 

* 

136. 30 

9-30-54 

4018 

H. D. Smoot . 

* 

240. 60 

9-30-54 

4020 

A. B. Cuddihy, Jr 

* 

298. 59 



Total, Year Ended 9/30/54. 


$25, 244. 45 


YEAR ENDED 9/30/56 


(i) 

4024 

H. D. Smoot, -- 

* 

0 - 

4042 

Mercantile Commerce Garage... 

* 

(i) ... 

4043 


* 

0 

4044 

Greater Dallas Motors, Dallas, 
Texas 


(i) 

4107 

H. D. Smoot. . 

* 

i 6-29-54 

4135 

Medford Evans, Route 5, Box 
53-K, Abilene, Texas 


10-31-54 

4140 

H. D. Smooth 

* 

10-31-54. 

CR40 

_ do 


11-9-54-.. ... 

4169 

Hargett Electric Company, Inc., 
Dallas, Texas. 


11-9-54. 

4186 

Mercantile Commerce Garage 

* 

11-18-54. 

4272 

H. D. Smoot _. _ _ 

* 

11-19-54 

4275 

Robert H. Dedman 

* 

11-19-54 

4276 

Marjorie K. Mars, 4731 W. Pur- 
due, Dallas, Texas 


1 1-24^-54 

4280 

Medford B. Evans . __ 

* 

11-27-54 

4285 

John W. Manning, 35-13 76th 
Street, Jackson Heights 72, 
N.Y 


11-29-54 

4288 

William Fowler, 54-15 Gaston 
Avenue, Dallas, Texas __ 


11-29-54 

4289 


* 

11-29-54 

4290 

H. D. Smoot. 

* 

12-7-54. 

4304 


* 

12-15-54 

4408 

H. D, Smoot- 

* 

12-15-54... _ 

4419 

Mercantile Commerce Garage 

* 

12-21-54. 

4454 

Robert H. Dedman J 

* 

12-28-54. 

4467 

John Manning 

* 

12-29-54 

4479 

H. D. Smoot- - 

* 

12-30-54 

4482 

Mary Graves, 6371 Oriole Drive, 
Dallas, Texas. 


1-5-55 

4497 

O. M. Spence, 3927 Cole 
Avenue, Apt. 106, Dallas, 
Texas. 


1-6-55 

4508 

Marjorie K. Mars__« - 

* 

1-6-55 

4511 

Medford Kvans 

* 

1-6-55. 

4512 

John Manning 

* 

1-14-55 

4532 


* 

1-27-55. 

4678 

II. D. Smoot 

Hi 


$91. 

69 

95. 

60 

43. 

93 

16. 

73 

170. 

38 

182. 

86 

163. 

95 

(26. 

80) 

19. 

06 

108. 

78 

89. 

50 

10. 

35 

102. 

76 

265. 

00 

99. 

90 

11. 

00 

186. 

01 

140. 

10 

167. 

35 

136. 

60 

147. 

18 

15. 

10 

98. 

40 

165. 

00 

6. 

40 

3. 

75 

186. 

01 

492. 

40 

40. 

00 

119. 

65 

91. 

69 
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TAX-EXEMPT FOUNDATIONS : IMPACT ON SMALL BUSINESS 243 


Facts Forum, Inc. — Continued 
Travel Expenses — Continued 
YEAR ENDED 9/30/55— Continued 


Date 

Ref. 

Payee 


Amount 

1-28-55 _ 

4683 

Medford Evans 

* 

317. 80 

l-i4-55 

4532 

H. D. Smoot 

* 

119. 65 

1-18-55 

4567 

Mercantile Commerce Garage 

* 

112. 83 

1-18-55 - 

4643 

Medford Evans. 

* 

186. 01 

1-18-55 

4649 

Hine Pontiac 

* 

101. 11 

1-27-55 

4678 

II. D. Smoot 

* 

91, 69 

1-28-55 

4683 

Medford Evans 

* 

317. 80 

1-31-55 

4687 

II. D. Smoot __ .. 

* 

172. 00 

1_31_55 

4690 

O. M. Spence _ 

* 

124. 30 

(i) 

4705 

John W. Manning 

* 

141. 08 

(>).._ 

4777 

Mercantile Commerce Garage 

* 

117. 93 

(i) 

4778 

Matthews Drive-Ur-Self Serv- 


10. 30 



ices. 



(i) 

JE39 

E. Howard Goodwin, 3709 Cole 


610. 49 



Avenue, Dallas, Texas. 



(i) 

4716 

O. M. Spence 

* 

139. 69 

m 

4717 

Dan Smoot- 

* 

133. 65 

\ J — 

(i) 

4829 

Dayton Biltmoro Hotel- 


58. 32 

?i " 

4853 

Medford Evans . - _ 

* 

66. 66 

i) 

4861 

do 

* 

203. 00 

(i) 

4862 

Jan Lindermann 

* 

273. 1'4 

i . . 

4866 

H. D. Smoot 

* 

135. 00 

m 

4870 

Jan Lindermann 

* 

242. 90 

m 

4884 

__ _ _do 

* 

181. 49 

(i) 

4886 

V. J. Waters 


694. 71 

a) 

4893 

Blackburn Hughes, P.O. Box 


89. 20 



720, Memphis, Tenn. 




4914 

Robert H. Dedman 

* 

5. 35 

(1) 

4919 

Carey Drive-Ur-Self, Inc - _ .. 


34. 25 

(>) 

4967 

Mercantile Commerce Garage 

* 

163. 87 

(1) _ 

4976 

Hine Pontiac 

* 

131. 44 

(1) 

4978 

Garrett Hotel- 


20. 03 


4980 

Hotel Farraguet- 


20. 31 



\ } — — — — 

0) - 

4916 

Robert H . Dedman 

* 

7. 15 

(}) 

5000 

O. M. Spence- _ 

* 

66. '66 

1 

5003 

II. D. Smoot 

* 

151. 50 

w :::::::::: 

5005 

James L. Ewing, III, 2216 


152. 50 



Island Prince, Monroe, La. 



(i) 

5024 

John Convery 


134. 23 

. ::::::: 

5027 

Jan Lindermann . . 

* 

189. 13 

j : 

5041 

Robert H. Dedman - 

* 

12. 95 

■ 

5050 

Medford Evans 

* 

28. 27 

A) 

5051 

do 

* 

77. 00 

A) 

5053 

Classified Parking System, 


20. 00 



Dallas, Texas. 



( i ) 

5054 

Dr. Fred C. Schwarz 


180. 00 

. j— : 

5059 

Josephine Evans, 2242 S. 34th 


11. 00 



St., Abilene, Texas. 



m 

5060 

James L. Ewing, III- 

* 

65. 00 

M 

5062 

Jan Lindermann 

* 

253. 23 

(i) ■; 

5079 

II. D. Smoot- - 

* 

116. 00 

ay 

5090 

Blackburn Hughes 

* 

99. 34 

(i) 

5091 

John Convery. 


336. 02 

h) 

5095 

Ashbaugh Auto Rental Service 


29. 56 

(l) 

5099 

O. M. Spence. _. .. 

* 

133. 07 

m 

5101 

Medford Evans _ 

* 

35. 00 

W- — - 

5109 

Jan Lindermann 

, * 

348.57 
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244 TAX-EXEMPT FOUNDATIONS: IMPACT ON SMALL BUSINESS 


Facts Forum, Inc. — Continued 
Travel Expenses — Continued 
YEAR ENDED 9 / 30 / 55 — Continued 


Date 

Ref. 

Payee 


Amount 

(t\ 

5121 

A & P Drive-Ur-Self Co 


7.94 


5136 

Motorent, Inc - - 


31. 17 


5141 

Hotel Jefferson, Dallas, Texas 


11.42 


5152 

The Hotel Raleigh _ - - 


149. 60 


51 53 

Hotel Patton _ _ 


31. 76 

m 

5180 

Hotel Schroeder - - - - 


19. 70 

(i) 

5214 

Mercantile Commerce Gargae... 

* 

94. 87 

a) 

5236 

The Conrad Hilton, Dallas, 


54. 79 



Texas. 




5264 

The Shamrock Hotel.. . . — 


127. 37 

a) 

JE63 

E. Howard Goodwin. 

* 

269. 51 


JE64 

Vic Waters - 


879. 65 


4804 

Jan Lindermann.. 

* 

180. 60 


4902 

Medford Evans 

* 

115. 00 


4903 

Jan Lindermann — 

* 

160. 09 


4906 

John Convery 


119. 91 

m 

5085 

Marjorie Mars.. 

* 

133. 43 

m 

5106 

Medford Evans. . - 

* 

37. 00 

m 

5111 

O. M. Spence __ . 

* 

183. 81 

(t\ 

5188 

Robert H. Dedman 

* 

12. 25 

n) 

5189 

Classified Parking System 

* 

20. 00 

(r\ 

5202 

John Convery 


233. 20 


5203 

H. D. Smoot".. 

* 

122. 50 


5233 

Jan Lindermann. 

* 

324. 14 

(i) _ 

5254 

Medford Evans , 

* 

33. 00 

riS 

5274 

Hotel Washington 


87. 22 

rn 

5283 

Jan Lindermann _. 

* 

283. 47 

M - 

5284 

II. D. Smoot 

* 

140. 00 


5288 

John Convery _ . 


317. 71 

i - 

5335 

Blackburn Hughes 

* 

75. 30 

(i) 

5445 

Mercantile Commerce Garage — 

* 

119. 66 


5448 

Hotel Commodore 


100. 11 

(l') 

JE72 

Medford Evans 

* 

500. 00 

rn 

JE73 


* 

39. 50 

(r\ 

JE74 

Mrs. Josephine Evans 

* 

7. 00 

a-) 

JE75 

John Manning.. . _. 

* 

500. 00 

rn 

JE76 

Marjorie Mars — 

* 

387. 47 

— 

JE88 

O. M. Spence. . 

* 

1, 050. 00 


5312 

Josephine Evans 

* 

25. 00 

(i) 

5313 

Medford Evans. _. .. .. 

* 

20. 00 


5314 

Freda Uttey ... 


165. 99 

h') 

5329 

Jan Lindermann ... 

* 

340. 72 

i 

5348 

H. D. Smoot .... 

* 

160. 35 

M 

5349 

Jan Lindermann 

* 

194. 67 

rn 

5353 

Marjorie Mars.. -- 

* 

118. 80 

A) 

5356 

John Convery 


313. 17 


5398 

Jan Lindermann ... 

* 

196. 47 


5479 

Mrs. R. S. Hjelmseth. . 


27. 61 


5491 

H. D. Smoot . 

* 

80. 85 

i — 

5492 

Medford Evans 

* 

78. 00 


5499 

John Convery 


373. 54 


5519 

Blackburn Hughes 

* 

88. 32 

i — : 

5523 

Wm. H. Bertenshaw, 25 St. 


33. 98 



Lawrence Ave., Maplewood, 





N.J. 
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Facts Forum, Inc. — C ontinued 
Travel Expenses — Continued 
YEAS ENDED 9 / 30 / 85 — Continued 


Hotel Statler- * 

Jan Lindermann * 

Mercantile Commerce Garage— * 

Hotel Adolphus * 

Robert H. Dedman * 

American Airlines 

John Convery—- 

do — 

Blackburn Hughes.- 

Mercantile Commerce Garage. .. * 

John Convery 

do 

Joan Powers, 7642 Eastern, 

Apt. 6, Dallas, Texas. 

John Convery 

do : 

Shank, Dedman & Payne, Dal- 

las, Texas. 

John Convery 

do 


Amount 


78. 11 
330. 20 
104. 21 
93. 08 
7. 00 
163. 24 
174. 35 
285. 86 
39. 27 
45. 90 
385. 27 
275. 32 
1. 40 

172. 85 
336. 69 
10. 40 

303. 76 
323. 43 


Total, Year Ended 9/30/55. $22. 682. 23 


YEAR ENDED 9/30/56 


6728 

JE262 

JE276 


American Airlines. 

John Convery 

Sherwood Entwhistle, 3755 Dun- 

haven Rd., Dallas, Texas. 

John Convery.—.. 

do 

do 

Z. E. Marvin, III, 3921 Euclid, 

Dallas, Texas. 

John Convery 

Z. E. Marvin, III * 

John Convery 

Z. E. Marvin, III * 

do- — — . * 

John Convery 

do -- 

Z. E. Marvin, III-.-- * 

do * 

John Convery 

do 

Z. E. Marvin, III — * 

T. O. K. Burleson, 6212 Junices, 

Dallas, Texas. 

Walter Schultz, 2305 S. Marsalis 

Ave., Dallas, Texas. 

Sherwood Entwistle * 

Z. E. Marvin, III * 

Dave Schaffnit, 5630 Stanford, 

Dallas, Texas. 


$101. 75 
308. 91 
46. 00 

369. 41 
334. 40 
355. 20 
241. 13 

332. 04 
152. 19 
316. 14 
157. 06 
465. 23 
310. 00 
150. 00 
383. 08 
298. 09 
140. 00 
417. 08 
349. 23 
39. 05 


8. 83 
486. 41 
174. 70 


1 Date not legible. 
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Facts Forum, Inc. — Continued 
Travel Expenses — Continued 


YEAR ENDED 9/30/56 — Continued 


Date 

Ref. 

Payee 


Amount 

( l )~~ — 

6939 

Pitney-Bowes, Inc., Dallas, 
Texas. 



2. 00 

0) 

6924 


* 

12. 88 
15. 17 
201. 05 
338. 68 
261. 37 
17. 19 
62.55 
30. 00 

0 

6963 

-- _.do 

* 

0 

6972 

John Con very 


0 

6974 


* 

0 

JE287 

Sherwood Entwistle 

* 

0 

7020 


* 

0 

7054 

do 

* 

0- 

7055 

Allen Hundley, 1723-D Pratt 
St., Dallas, Texas. 


0 - 

7146 

Thomas Massey, 3856 Shore 
Crest Dr., Dallas, Texas. 


11. 24 

0 

JE305 

Dave SchafFnit 

* 

202. 43 
223. 44 

0 

JE306 

Maurice Howell, Box 172, 
Dallas, Texas. 


0 

JE311 


* 

200. 00 
69. 82 
199. 96 
119. 14 

0 

JE321 


* 

0 

JE325 

Allen Hundlev 

* 

0- - 

7315 

Jack McDowell, Jr., 4106 Pres- 
cott Ave., Dallas, Texas. 


0 

7331 


* 

7. 66 
147. 34 
13. 87 
112. 71 
154. 05 
350. 00 
200. 00 
265. 76 

$9, 189. 43 

0 

7347 


* 

0 

7348 

Allen Hundlev 

* 

0 

7349 

Maurice Howell 

* 

0 

JE335 

do. . _ 

* 

0 

JE336 

Thomas Massev 

* 

0 

JE337 

Allen Hundley 

* 

0 

JE338 

P. L. Haney, 7422 Yamini Dr., 
Dallas, Texas. 

Total, Year Ended 9/30/56 



YEAR ENDED 9/30/57 


10-15-56 _ ... 

7412 

Thomas Massey 

* 

$12. 12 
227. 77 
488. 00 
20. 67 
11. 47 

6. 15 
42. 22 
464. 87 
176. 67 

10-16-56- .. __ 

7415 

Maurice Howell 

* 

11- 2-56 

7460 

Jack McDowell-- 

* 

11-15-56 

7464 

P. L. Haney . - _ 

* 

11-15-56 

7465 

S. R. Entwistle 

* 

11-15-56 

7466 

Allen Hundley 

* 

11-21-56 

7530 

Jack McDowell- - - _ 

* 

12- 3-56__- _ 

7544 

Maurice T. Howell _ _ 

* 

Aug.-Oct. 1956_ 

JE358 

Dave Schaffnit-- 

* 

Oct. and Nov. 

JE359 

S. R. Entwistle - _ 

* 

160. 00 

1956. 




Nov. 1956 

JE360 

Jack McDowell-. 

* 

300. 00 
300. 00 

Oct. and Nov. 

JE373 

Maurice Howell. 

* 

1 956. 




Nov. and Dec. 

JE384 

Thomas Massey .- 

* 

400. 00 

JE385 

Dave Schaffnit _ 

* 

164. 03 

1956. 




Oct. and Nov. 

JE383 

P. L. Haney 

* 

234. 24 

1956. 





Total, Year Ended 9/30/ 
57. 


$3, 008. 21 


1 Date not legible. 


Approved For Release 2004/04/08 : CIA-RDP67B00446R000300020094-4 



Approved For Release 2004/04/08 : CIA-RDP67B00446R000300020094-4 

TAX-EXEMPT FOUNDATIONS : IMPACT ON SMALL BUSINESS 247 

Supplement to Travel Expenses Analysis 


YEAR ENDED 9/30/54 


Date 

Ref. 

Reimbursement of expenses for — 

Amount 

11- 9-53 

2494 

Charles VV. McBurney . _ 

$75. 00 

1-12-54 

2733 

W. F. Hyde, 2015 Meriwether Road, Shrove- 

211. 63 



port, Louisiana. 


5-21-54 

3442 

Karl Hess, Adolphus Hotel, Dallas, Texas 

i 

200. 00 


Note.— These amounts were originally reported to you as traveling expenses 
of Mr. H. L. Hunt. Further examination shows that these amounts are reim- 
bursements to Mr. Hunt for traveling expenses of the individuals named above. 


Some contributions received by the Life Line Foundation were in 
odd amounts as shown below. 


Donor 

Year 

Amount 

• 


1952 

1960 

1955 

1955 

1956 

1955 

1955 

$8, 864. 70 
9, 883. 82 
200. 20 
1, 793. 37 
3, 236. 50 

283. 59 
420. 35 


Devon- Adair Co., 23 E. 26th Street, New York, N. Y. . 

Hunt Oil Co., 700 Mercantile Bank Bldg., Dallas, Texas 

Sunset News Co., 125 N. Westmoreland, Los Angeles, 

Y. J. Waters, Dallas, Texas 



Can you think of any reason as to why these contributions were 
made in odd amounts? 

Mr. Harding. Not offhand, Mr. 'Chairman, I cannot. 

The Chairman. We should like to have the IRS check the records 
of the Life Line Foundation and submit an explanation of the odd 
amounts for purposes of this hearing record. Clan you do that ? 

Mr. Harding. We shall do the best we can, Mr. Chairman. 

(Following is the information submitted by the IRS, tinder date of 
October 2, 1964.) 

While this information is not available in the flies of the Service, we 
have, however, requested our field offices to attempt to obtain informa- 
tion from certain of the “contributors” of these amounts. In one instance, 
we have been advised that the amount listed represented the percent- 
age due the foundation on a series of payments for the use of Life Line 
broadcasts. 

The Chairman. During fiscal year ending September 30, 1955, $13,- 
794.21 was spent for Facts Forum poll cards. Please submit for pur- 
poses of this hearing record the subject of each poll and the results 
of each poll. 

Mr. Harding. If we can obtain that information, we shall be happy 
to submit it. 

(Following is the information submitted by the IRS, under date of 
October 2, 1964.) 

The information is not available in the Service’s flies, and as previously 
explained, an audit by the Service solely to obtain this particular infor- 
mation does not seem warranted. 


Approved For Release 2004/04/08 : CIA-RDP67B00446R000300020094-4 





Approved For Release 2004/04/08 : CIA-RDP67B00446R000300020094-4 

248 TAX-EXEMPT FOUNDATIONS : IMPACT ON SMALL BUSINESS 

The Chairman. You are hereby requested to submit to this Sub- 
committee by October 12, 1964 a written report of the IRS findings and 
decision respecting the Life Line Foundation’s tax exemption. Will 
you be in a position to do that, Mr. Harding ? 

Mr. Harding. Mr. Chairman, could we leave that open for discus- 
sion between us ? 

The Chairman. We shall leave it open and discuss it with you, if 
there is any doubt about it. 

(Following is the information submitted by the IRS, under date of 
October 12, 1964.) 

The Service’s National office initiated an examination by the Balti- 
more District office of this Foundation’s activities and its qualifications 
for continued exemption on June 4, 1962. As you were apparently ad- 
vised by the organization, the District office completed its examination 
of the Foundation’s return for the fiscal year ended September 30, 1901, 
and on March 8, 1963, forwarded a recommendation that its exemption 
be withdrawn. Thereafter, the District office was requested to develop 
certain additional information and this was submitted to the National 
office on October 17, 1963. 

Under our published procedures, the organization is entitled to sub- 
mit a brief and appear in a conference here in the National office before 
final action is taken on the District office recommendation. 

The National office has completed its study of the District office report 
and recommendation, and a brief filed with the District office by the 
Foundation. By letter dated September 30, 1964, the Foundation was 
advised of its right to submit an additional legal brief to the National 
office and invited to a conference on the matter here on October 27, 1964. 

At the request of representatives of the Foundation the conference was 
rescheduled for November 17, 1964. 

Again, I am not in position at this time to report to you on the issues 
and findings in this case. Once the matter has been concluded and a 
final decision reached, I shall be glad to furnish you with a more detailed 
report, consistent with pertinent provisions of the disclosure statutes and 
good administrative practices. 

At this point, I shall insert in the record the following items regard- 
ing Life Line Foundation, Inc. : 

Exhibits 30 through 36. Correspondence between the F oundation and 
the IRS, as submitted to us by the Foundation. (See pages 366- 
375.) 

Exhibit 37. Names, addresses and occupations of directors of the 
Foundation at the close of each of years 1951 through 1962. (See 
pages 376-377.) 

Exhibit 38. Names and addresses of officers of the Foundation at the 
close of each of the years 1951 through 1962. (See page 378.) 

Exhibit 39. Schedule of the Foundation’s loans and notes payable 
during fiscal years 1951 through 1962. (See page 379.) 
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Exhibit 40. Schedule showing details of contributions received as 
submitted by the Foundation, excluding amounts of under $3,000 
received during 1951 and 1952 and excluding amounts of less 
than $100 received during 1953 through 1960. (See pages 
380-381.) . . 

Exhibit 41. Schedule showing details of receipts from subscriptions to 
Facts Forum News as submitted by the Foundation, excluding 
contributions of less than $100. (See pages 382-392.) 

The Chairman. We would like to take a 10-minute recess. Would 
that be satisfactory % 

Mr. Harding. Certainly. 

The Chairman. Very well, we shall resume here in ten minutes. 

(At this point a short recess was taken. ) 

The Chairman. The Committee will resume. In view of our con- 
versation, Mr. Harding, we shall recess the Committee until Friday 
morning at 10 o’clock. 

Thank you, gentlemen, both of you, for your attendance and your 
appearance. 

(Whereupon, at 11 :25 a.m,, September 1, 1964, the subcommittee was 
adjourned, to reconvene at 10 a.m., Friday, September 4, 1964.) 
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TAX-EXEMPT FOUNDATIONS: THEIR IMPACT ON 
SMALL BUSINESS 


FRIDAY, SEPTEMBER 4, 1964 

House of Representatives, 

Subcommittee No. 1 on Foundations 
of the Select Committee To Conduct Studies and 

Investigations of the Problems of Small Business, 

Washington, D'-C. 

The subcommittee met, pursuant to recess, at 10 a.m., in room 1301, 
Longworth House Office Building, Hon. Wright Patman (chairman 
of the subcommittee) presiding. 

Present : Representatives Patman and Roosevelt, 

Also Present : Representative Tom Steed, of the full committee ; 
H. A. Olsher, Director of Foundation Studies; and Eugene Loehl, 
Assistant Minority Counsel. 

The Chairman. The committee will please come to order. 

This is the seventh session of hearings of Subcommittee Number 1 
on the subject of the Federal Government’s supervision of tax exempt 
foundations and charitable trusts. 

On behalf of the subcommittee, I would like to welcome our witness, 
Mr. Bertrand M. Harding, Acting Commissioner of the Internal 
Reveune Service. Please identify the two gentlemen with you, Mr. 
Harding. 

TESTIMONY OF BERTRAND M. HARDING, ACTING COMMISSIONER, 

INTERNAL REVENUE SERVICE; ACCOMPANIED BY MITCHELL 

R0G0VTN, ASSISTANT TO THE COMMISSIONER, AND SHELDON S. 

COHEN, CHIEF COUNSEL— Resumed 

Mr. Harding. Mr. Rogovin and Mr. Cohen, the Chief Counsel of 
the Internal Revenue Service. 

The Chairman. Fine, glad to have you. 

Mr. Caplin stated in his testimony of July 22, that the Baird Foun- 
dations “are under intense audit examination to see that they are abid- 
ing by every period and comma in that agreement,” which was signed 
by the Foundations on November 15-16, 1962, and approved by the 
Commissioner on January 15, 1963. 

I shall ask Mr. Olsher to continue. 

Mr. Olsher. During Mr. Caplin’s testimony, I summarized the 
Baird Foundations — Lansall Company — Lansall Corporation trans- 
action of December 31, 1962, which involved the Winfield Baird 
Foundation and the David, Josephine and Winfield Baird Foundation 
allegedly selling their stock of the Lansall Corporation, plus other 

251 
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assets, to the Lansall Company for the sum of $5,333,615.83 (cost of 
the assets to the Foundations) . You will recall that the two Founda- 
tions received cas 1 

sory notes in the 
with no interest 
April 1, 1978. 

Since we did not have enough time to conclude our questioning on 
this subject, I shall pick it up here. 

To sum it up, after the two Baird Foundations invested $5,333,000 in 
the Lansall Corporation, they wound up holding promissory notes, 
which are subordinated to all other liabilities of the Lansall Company 
and drawing only 4 percent interest. It makes this investment by the 
Foundations the most speculative of speculative investments. It 
would also appear that the Lansall Company of Delaware was set up 
for the express purpose of acquiring the entire assets of the Lansall 
Corporation of New York from the Foundations with no initial capi- 
tal outlay at all except the $200,000 capitalization of the Company. 

Among the conditions incorporated in the Baird Foundations-IRS 
closing agreements of November 1962 is the provision that each of the 
Foundations (with the exception of $200,000 required to be paid cer- 
tain persons by the deed of trust creating the Winfield Baird Founda- 
tion) will, on or before December 31, 1965, have “completely disposed 
and divested itself of its entire net assets to organizations organized 
and operated exclusively for purposes described in Sec. 501(c) (3) of 
the Internal Revenue Code of 1954 provided that such organizations 
shall have obtained rulings or determinations from the Internal Rev- 
enue Service that they are exempt from tax and satisfactorily estab- 
lished that such exemption is still in effect.*’ 

Now, let me tell you about what has been going on during the “in- 
tense audit examination” which Mr. Caplin says the Baird Founda- 
tions have had since November 1962 (the date of the closing agree- 
ment). You may be interested in knowing that these Foundations 
failed to comply with Treasury regulations when they filed their 1962 
and 1963 tax returns — and those returns were filed m May 1963 and 
May 1964, many months after the closing agreement of* November 
1962. Yet, the Baird Foundations violated Treasury regulations 
when they failed to report full information respecting sale of assets, 
contributions paid out, holdings of 10 percent or more stock in cor- 
porations, and donors’ dealings with the Foundations. 

With respect to donors’ dealings, Treasury regulations require that 
detailed statements be attached to foundation tax returns if a donor 
receives any compensation for personal services from the foundation, 
or if a donor receives any of the foundation’s income or corpus in other 
transactions. 

Baird & Co. is a contributor to the Winfield Baird Foundation and to 
the David, Josephine & Winfield Baird Foundation. Based on fig- 
ures submitted to us by Mr. David G. Baird, Baird & Co. received com- 
missions totaling $73,367.87 in 1962 and commissions of $57,547.50 in 
1963 from selling and purchasing securities for these two founda- 
tions-— and these transactions were not reported in the tax returns of 
the foundations. 

Moreover, according to data furnished by Mr. David G. Baird, Baird 
& Co. received commissions totaling $852,107 from selling and pur- 
chasing securities for the Baird Foundations during the years 1954 


n m tne amount ot St>bl5.83, plus subordinated promis- 
amount. of $5,333,000 drawing only 4 percent interest 
to be charged until January 1, 1966, and maturing 
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through February 190 i - - and snr.li transactions were not reported on 
the Foundation’s tax returns. Commissions for the earlier years 1951 

t.hrouf/h 1953 have not as yet, been submitted by Mr, Baird. _ 

Yet’ Mr. Caplin talks about the ‘‘intense audit examination the 
Baird Foundations have been getting from the IRS. 

Additionally, we have witnessed the Secretary of the Treasury com- 
pletely changing a part of his testimony after he reviewed the tran- 
script. During Mr. Dillon’s testimony on July 21, 1 queried him as to 
whether, in his view, the names and addresses of donors and the 
amounts they contribute to a foundation should be open to public m- 
spection. Mr. Dillon’s answer was “Yes.” However, when the tran- 
script was returned to us by Mr. Dillon, we found that he had reversed 
himself completely by saying “I think it quite proper that the names 
and addresses of the original creators of a foundation should be made 
public at the time the foundation receiyes its tax exemption. 

This does not look good, Mr. Harding. Personally^ I am fed up 
with the hocus-pocus employed by Treasury and IRS officials. It has 
long been apparent to me that you people, who are supposed to be 
protecting the public interest, are engaged in an unusual effort as 
apologists and advocates for the large foundations. 

For some reason, a number of Treasury and IRS officials reel com- 
pelled to cover up the propaganda peddling of the elite bureaucrats 
of the large foundations, their gravy trains, and their inefficiencies. 
Yet the activities of the large foundations involve more boondoggling 
than exists in thousands of small foundations. This is something that 
needs thorough investigation. . , , . 

The Chairman. How do you explain the obvious contradiction that 
exists between Mr. Co/plm^s intense ctud.it exfimino/fcion of tbe B^ird 
Foundations and the continuing violations of law by those Founda- 

tions, Mr. Harding? . . . _ .. , . ,, 

Mr Harding. Mr. Chairman, I think Mr. Caplin’s testimony could 
be put into the proper context. What he was attempting to convey 
to the Committee was that after the information became available to 
us in large part through the report of your subcommittee, the Serv- 
ice did undertake an intense reexamination of the closing agreement 
which wo had concluded with the Baird Foundations. That exam- 
ination is currently in process. , , . ; . , 

The Chairman. You have now had five weeks to consider the Baird 
Foundations-Lansall Company -Lansall Corporation transaction of 
December 31, 1962. As you know, the following is among the pro- 
visions of the IRS-Baird Foundations closing agreement of Novem- 
ber 1962 : 

Each of the Baird Foundations (with the exception of 
$200,000 required to be paid certain persons by the deed of 
trust creating the Winfield Baird Foundation) will, on or be- 
fore December 31, 1965, have “completely disposed and di- 
vested itself of its entire net assets to organizations organized 
and operated exclusively for purposes described in Section 501 
(c) (3) of the Internal Revenue Code of 1954 provided that 
such organizations shall have obtained rulings or determina- 
tions from the Internal Revenue Service that they are exempt 
from tax and satisfactorily established that such exemption is 
still in effect. 

39 — 915 — 64 .' 17 


Approved For Release 2004/04/08 : CIA-RDP67B00446R000300020094-4 



Approved For Release 2004/04/08 : CIA-RDP67B00446R000300020094-4 

254 TAX-EXEMPT FOUNDATIONS : IMPACT ON SMALL BUSINESS 


As stated above, the agreement provides that each Baird Founda- 
tion must donate its entire net assets to bona fide tax exempt organiza- 
tions by December 31, 1965. 

Yet, six weeks after the signing of the Baird Foundations-IBS 
agreement the Foundations disposed of over $5 million in assets right 
under the nose of the IBS. And to top it off, the assets were sold to 
a company (Lansall Company) which can still be controlled by Mr. 
David G. Baird. 

In your view, does the Baird F oundations disposal of assets to the 
-Lansail Company conform to the above condition and the general 
1 9Go r ? °* ^ ie ^ oun dation-IBS closing agreement of November 

Mr. Harding. Mr. Chairman, I think this is among the many ques- 
tions that we will have to consider in our reconsideration of that 
closing agreement with Baird. 

(T h « information submitted by the IBS, under date of October 12 
19 <54, appears on p. 256. Also, see Exhibit 12, p. 312.) 

The Chairman. Prior to approval of the IBS-Baird Foundations 
closing agreements, did the IBS have knowledge of the Lansall Com- 
Foundations disposal agreement of December 31, 1962? 

Mr. Harding. My recollection is that we did not have information 
on it at that time, Mr. Chairman. 

,, T ll ( ' Chairman. Are the closing agreements betweeen the IBS and 
'' 1 1 ' Eaird G oundations final and conclusive except upon a showing of 
fraud or misrepresentation of a material fact ? 

Mr. Harding. I believe, Mr. Chairman, that was one of the residual 
questions from one of our prior sessions we were supplvine 1 for the 
record. & 

The Chairman. We would like to have an answer to that. Are the 
closing agreements between the IBS and the Baird Foundations final 
and conclusive except upon a showing of fraud or misrepresentation 
of a material fact ? It occurs to me you would be in position to answer 


Mr. Harding. I think, Mr. Chairman, that the answer to that ques- 
tion would be that the closing agreement would not be valid if the 
te ™ s that agreement were not compiled with by the Foundation 

I he Chairman. Has the statute of limitations expired on tax assess- 
ment and collection on the IBS-Baird Foundations agreement? 

Mr. Harding. The agreements holds those years open, Mr. Chair- 
man. 

The Chairman. I did not hear that. 

Mr. Harding. The closing agreement holds the years open. 

I he Chairman. Holds the years open ? 

Mr. Harding. By agreements with the taxpayer, yes. 

The Chairman. And they will not expire. 

Mr. Harding. That is correct, sir. 

iFJ le Chairman. All the years, all the years beginning 1951 ? 

Mr. Harding. All the years covered in the agreement. 

1 he Chairman. From 1951 on? 

Harding. That is not my recollection, Mr. Chairman. 

I he Chairman. What years did it cover ? 
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Mr. Harding. I think we will have to supply that for the record to 
be precise, Mr. Chairman. As I recall it is ’53 or ’54 was the beginning 
year covered by the agreement. 

The Chairman. And all the years since that time the statute or lim- 
itations is waived. . 

Mr. Harding. This is according to my recollection of the circum- 
stances. . , , , __ 0 , , , , 

(Following is the information submitted by the IRS, under date or 
October 12, 1964. Also, see Exhibit 12, p. 312.) 

The Closing Agreements of November, 1962, approved by the Com- 
missioner January 15, 1963, covered the years 1951 through 1959 for the 

three foundations: Winfield Baird; David, Josephine and Wmfield 

Baird ; and Lansing. 

The Chairman. Regarding the Baird Foundations, has the IRS 
asked for waivers to December 31, 1967 ? 

Mr. Harding. The years are open, Mr. Chairman. 

The Chairman. They are open so it would not be necessary to have 
a waiver. 

Mr. Harding. It would not be necessary to ask waivers. 

The Chairman. The agreement, you state, includes a statement to 
the effect that the statute of limitations will not run and, therefore, 
you say it is unnecessary to have a waiver to December 31, 1967. 

Mr. Harding. Well, of course, there is no problem about the last 3 
years, and you are talking now about return years that are 2 years 
ahead of us. 

The Chairman. Earlier than that, yes, sir. 

Mr. Harding. Yes, sir. So we will keep all years open— either un- 
der the agreement or by waiver. 

The Chairman. Is donation of subordinated notes considered char- 
itable giving by the IRS ? 

Mr. Harding. It could be, Mr. Chairman. . 

The Chairman. In view of the fact that the Baird Foundations 
invested $5,333,000 in the Lansall Corporation and, after holding the 
stock for 10 years, sold it to allied persons at no profit, would you place 
this in the realm of prudent investments? 

Mr. Harding. I think this is a matter for us to look into, Mr. 
OhiurniRii. 

(The information submitted by the IRS, under date of October 12, 
1964, appears on p. 256. Also, see Exhibit 12, p. 312.) 

The Chairman. Based on these facts, would you agree that Mr. 
David G. Baird retains control and use of the assets transferred to 
both the Lansall Corporation and the Lansall Company through the 
50 percent interest in Lansall Company stock which is in the name 
of Mr. Joseph Patrick, a general partner of Baird and Company, and 
the two and a half percent of the Lansall Company stock still retained 
by the Winfield Baird Foundation ? 

‘Mr. Harding. The answer to that question, Mr. Chairman, might 
relate to the propriety of the tax exemption of the Baird Foundation, 
and I would respectfully avoid answering at this time in view of the 
pending investigation. 

(The information submitted by the IRS, under date of October 12, 
1964, appears on p. 256. Also, see Exhibit 12, p. 312.) 
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I he Chairman. It seems to me that here we have a situation where 
the Baird Foundations have failed to fulfill the obligations of tax 
exempt organizations over a period of many years. So, as a reward 
for such antics, the IBS permits them to donate $5,333,000 sub- 
ordinated promissory notes as a method of fulfilling responsibilities. 

Do you approve of this ? 

Mr. Harding. We did not permit this transaction, Mr. Chair- 
man, and we are, as I indicated, going to consider it in connection with 
the Baird case. 

(Following is the information submitted by the IBS, under date of 
October 12, 1964. Also, see Exhibit 12, p. 312.) 

In light of the procedural rules for dealing with issues raised in the 
audit of returns, including rights of appeal available to taxpayers in 
such cases, I am sure you will agree that it would be inappropriate for 
me, as Acting Commissioner, to prejudge the tax consequences of the 
various transactions you cite by responding to your questions at this 
time. Once the Service audit has been concluded and final decisions 
reached, I shall he glad to respond to the extent the disclosure statutes 
and good administrative practices permit. 

The Chairman. Mr. Harding, you are hereby requested to fur- 
nish this Subcommittee, by October 12, 1964, a written statement in- 
forming us whether the Baird Foundations have thus far complied 
with (1) the November, 1962 closing agreement, and, (2) Federal law 
and Treasury regulations beginning 1960. 

If the Baird Foundations have not complied with the November, 1962 
agreement, or if they have not complied with Federal law or Treasury 
regulations beginning 1960, you are requested to submit full details of 
such violations. Will you undertake to furnish that to us, sir ? 

Mr. Harding. Mr. Chairman, I would hope that we could give you 
that information by that date. However, we do have the investiga- 
tion underway, and I think we ought to conclude it before we supply 
the information. 

The Chairman. Do you contemplate finishing the Baird Foun- 
dations matter before October 12 ? 

Mr. Harding. Mr. Chairman, I would doubt seriously if that 
matter could be concluded by October 12. 

The Chairman. ITow much time do you anticipate will be required ? 

Mr. Harding. I have not gotten a recent estimate from the peo- 
ple in New York on it. I would be happy to get that and see if I 
could supply it for the record. Would that be satisfactory sir? 

The Chairman. Yes, that will suffice. 

(Following is I he information submitted by the IBS, under date 
of October 12, 1964. Also, see Exhibit 12, p. 312.) 

The Service audit of returns of these three foundations for the years 
1060 through 1963 commenced December 26, 1963. All of their returns 
for the years 19-11 through 1959 are also open for assessment of tax, 
under consents filed. The scope of the audit includes the considera- 
tion of all those matters on which you have reported or raised questions. 

The Service is, however, unable to fix a date for the completion of 
this audit. Aside from the large volume of complex transactions to be 
considered, the audit has been delayed by the unavailability of records 
maintained by the three foundations. We are advised that these records 
were with your Subcommittee until approximately April 29, 1964, and 
that they were then subpoenaed by the Securities and Exchange Com- 
mission where they have been since on or about July 1. 1964. (Item 
No. 7, Attachment A, to your letter. ) 
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The Life Line Foundation’s tax returns • , 

Mr. Steed. Before you go to that, could I ask a question? 

The Chairman. Yes, sir. 

Mr. Steed. Mr. Harding, since rather startling statements have 
been made by the Chairman in connection with the Baird Foundations 
and since you say that it is currently being investigated by your 
Agency, what would bo the situation if you found these to be true, 
and you issued an order canceling the Foundations’ privileges, what 
recourse in a situation of that sort would the Baird Foundations have 

against you? . 

Mr. Harding. Well, they have a recourse, of course, administrative 
recourse, Mr. Steed. Wo always grant people in those circumstances 
a hearing on the proposed revocation. In addition to that there are 
ways in which the Foundation can get its case into the courts, and 
test our determination. _ . 

Mr. Steed. Since rather substantial sums of money are involved it 
would probably be safe to assume if you did revoke that attempts would 
be made by the Foundation to reduce the controversy to litigation, 
if it couuld. Has this sort of thing happened in prior years ill cases 
of this sort? . 

Mr. Harding. Yes, sir. We have had a number of foundation cases 
in court. 

Mr. Steed. And what is the general historic outcome of that typo 
of situation ? 

Mr. Harding. My legal counsel informs me that, we have been ex- 
ceedin°'ly unsuccessful in most of our activities in the couits on foun- 
dations and their activities. This is one of the matters which was 
covered at some length in some of the earlier hearings. "Wo pointed 
out that there were very great difficulties in the law and the current 
status. The Secretary testified that the matter was under study by 
the Treasury with a view towards making recommendations to the next 
session of Congress on this particular section of the law. 

Mr Steed. Obviously, this foundation problem in its entirety cries 
out for some sort of redress and legislative action might be part of 
the answer, and strengthened work on the part of the IBS may be 
part of the answer. I certainly hope that we have not drifted along 
until we have gotten to a situation where the tail is wagging the dog. 
That the power and influence of these foundations enjoying these 
privileges will not be such that these reforms will be defeated. 

It seems to me that the purpose for foundations is a very worth- 
while one, and there are so many of these foundations of all sizes doing 
such so many worthwhile things that the least anyone could want to 
do would be to clean up the situation so that legitimate foundations 
would no longer bo under the cloud that this sort of thing seems to 
place on the whole program. 

Mr Harding. I think we can identify completely with your state- 
ment Mr. Steed. I would like to point out that as Commissioner 
Caplin testified, there has been a great intensification of our audit 
of these foundations over the 1 ast three and a half. 

The Chairman. The Life Line Foundation’s tax returns show re- 
ceipts from newspaper sales as follows: $52,690.62 (fiscal year ending 
September 30, 1960), $71,447.75 (fiscal year ending September 30, 
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1961) , $ 118 , 071.78 (fiscal year ending September 30 , 1962 ), and $ 109 ,- 
020.62 (fiscal year ending September 30 , 1963 ). According to in- 
formation we obtained from the Foundation, the following are among 
its newspaper sales during fiscal years ending September 30 , 1960 , 
through September 30 , 1963 . We assume that the “newspaper sales” 
refer to sales of the Life Line newspaper called “Life Lines” which 
is published three times weekly. 

I shall insert such newspaper sales for the record. 

(The insert is as follows :) 


Date 

Buyer 

Nov. 16, 1950 

Hunt Oil Co 

Deo. 21,1969 

do 

Dec. 23,1959 

do 

Jan. 18,1960 


Jan. 25,1960 


Feb. 1, 1960 


Feb. 6, 1960 


Mar. 7, 1960 


Mar. 8,1900 


Mar, 24, 1960 


Apr. 16,1960 
Apr. 29,1960 



Apr. 30,1960 


May 12,1960 


Nov. 17, 1960 


Feb. 20,1961 


Feb. 20,1961 


Mar. 8,1961 


May 2. 1961 


May 24, 1961 


Sept. 5,1901 


Sept. 5,1961 
Feb. 16,1962 
Mar. 2,1962 
Mar. 12, 1962 





June 1, 1962 


June 25,1962 


Aug. 13,1962 


Sept. 8.1902 


Nov. 26, 1962 


■Tan. 24,1963 


Feb. 14,1963 


Total 

Mar. 12,1960 


June 27,1960 
Mar. 14,1961 
May 4, 1961 




May 24, 1961 


May 24, 1961 


May 24, 1961 


July 13,1901 


Oct. 16,1961 


Oct. 16,1961 


Oct. 5, 1961 


Mar. 12, 1962 

do _ 

Mar. 23, 1962 



Amount 

Date 

Buyer 

Amount 

$409.00 

108.50 

Apr. 30,1962 
May 3,1962 

HLH Products — Con. 
-__do 

$315.00 

998. 50 

987.00 
78. 50 

612. 00 
447. 93 

137.50 
609. 00 
919 no 

848.00 

i May 4, 1962 


1,310.00 

May 24,1962 


1,664.00 

June 1, 1962 


30.00 

June 11,1962 

do 

942. 00 

June 14,1962 


195. 00 

June 19,1962 

do 

6.00 

July 9, 1963 

..do 

5, 600.00 

Aug, 13,1062 

do 

1,087. 25 

615. 00 
2.00 

.50 
8, 170.00 

391. 00 

807. 00 

682. 00 
347.60 
620. 00 

327. 25 
88. 00 

179.25 
18. 50 

183.00 

531.50 

530.50 

184.00 

Sept. 18 . 1962 

do 

10,000.00 

Nov. 2,1962 


139. 00 

Nov. 15, 1962 


71.00 

Nov. 26, 1962 


3,787. 00 

Dec. 3, 1962 

do 

6. 00 

Dec. 1.4,1002 

do 

17.00 

Jan. 24,1963 


692.76 

Feb. 14,1963 


6,717.00 

Feb. 26,1063 


31.00 

Apr. 8, 1963 


1,496. 00 

Apr. 15,1963 
May 10,1963 


156. 00 

do 

3, 070. 00 

June 13,1963 


936. 00 

July 12,1963 


539. 85 

Aug. 12,1863 

do 

492, 00 

Sept. 23, 1963 

do 

504.00 


495.00 


Total. 

36, 661. 08 

495.00 



990.00 

Feb. 15.1961 

n. L. Hunt 

850. 00 

483. 00 
480.00 

Feb. 16,1962 
Feb. 26,1962 

HLH Parade... 

2,335. 00 


Mar. 2,1062 

do _ 

1, 683. 00 
154. 50 

42,793.11 


39. 00 


Total 

4, 172. 50 

6, 500. 00 

Max. 12,1962 
Nov. 14, 1962 


3, 033.00 

Hassio Hunt Trust 

133. 00 

536. 00 

Dec. 14,1902 


5, 718. 80 
658. 85 
65S. 85 
8.85 
658. 85 
74.31 

380. 00 

748.00 

64. 00 

Jan. 25.1963 

do___ 

953. 00 

Feb. 14,1963 
Feb. 26,1963 


14. 00 

do 

1, 088. 00 

Apr. 8, 1963 


340. 00 

Aug. 12,1963 


100.00 

Sept. 16,1063 


2,444. 00 


1, 403. 00 



452. 40 


Total 

9, 039. 51 
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Additionally, we find that substantial amounts of books sales were 
made to numerous business firms. Following is a sampling of a few 
such purchases : 


Date 


Feb. 9, 1959 

July 16,1959 

Jan. 28,1969 
Jan. 15,1959 
Dec. 23,1958 

Jan. 6, 1969 

Feb. 2, 1959 

July 27,1959 
Dec. 4, 1968 
Dec. 8, 1958 
Dec, 10,1968 
Dec. 12,1958 
Dec. 15,1958 


Purchaser of books 


Baroil Well Logging 
Service. 

Black, Sivalls, & Bry- 
son, Inc. 

Brewster Co 

C ontinental-E msco 

First National Bank. of 
Dallas. 

First National Bank of 
Shreveport. 

Halliburton Oil Well 
Cementing Co. 

Hotel Adolphus 

Hunt Oil Co 

do 

do 

do 

do 


Amount 


Date 


$1, 000. 00 Dec. 19, 1958 

July 3, 1959 
1, 226. 40 Jan. 28, 1959 

Feb. 12, 1959 


500. 00 
5, 000.00 

6. 190. 00 

500.00 

250. 00 

600. 00 
4, 060. 00 

5.400. 00 

400.00 

3.920.00 

200. 00 


Nov. 17,1958 

Jan. 15,1959 
Jan. 20,1959 
Oct. 10,1968 
Dec. 5, 1958 
Doc. 31,1958 
Dec. 12,1958 
Feb. 6, 1959 
Dec. 31,1958 

Jan. 6, 1959 
Jan. 28,1969 


Purchaser of books 


Hunt Oil Co. — Con. 

do 

Jett Drilling Co 

Magnet Coro B arium 
Corp. 

T. E. Mercer Trucking 
Co. 

National Supply Co 

Oil Well Supply Co 

Penrod Drilling Co 

Placid Oil Co - 

do - 

Q,uorbes& B our quin 

Rood Roller Bit Co 

Stewart Office Supply 
Co. 

Tri-State Oil Tool Co__, 
United Engines, Inc 


Amount 


$270. 00 
307. 60 
500. 00 
1,000.00 

1.009.00 

2, 000. 00 

500. 00 

1. 500. 00 
1,480. 00 

3. 320. 00 
500. 00 

500. 00 

150. 00 

600. 00 
600. 00 


So hero we have substantial sums of money being spent by business 
firms for purchases of the newspaper “Life Lines” and for purchases 
of Life Line Foundation’s books. For example, based on the afore- 
mentioned purchases only, we know that the Hunt Oil Company spent 
at least $42,793.11 for the purchase of the newspaper “Life Lines” 
and $14,557.60 for purchases of the Life Line Foundation’s books; 
IILH Products spent $36,651.08 for purchases of the newspaper “Life 
Lines”; IILH Parade spent $4,172.50 for purchases of the newspaper 
“Life Lines”; Continental-Emsco spent $5, 000 for purchases of the 
Life Line Foundation’s books; The First National Bank of Dallas 
spent $5,190 for purchases of the Life Line Foundation’s books; Na- 
tional Supply Company spent $2,000 for purchases of the Life Line 
Foundation’s books; and Placid Oil Co. spent $4,800 for purchases 
of the Life Line Foundation’s books. 

Would the IBS permit the purchaser to deduct as business expenses 
such purchases of the newspaper “Life Lines” and Life Line Founda- 
tion’s books ? . 

Mr. Harding. Could I ask Mr. Bogovin to respond to that question, 

Mr. Chairman? 

The Chairman. Yes. sir. . 

Mr. Bogovin. Mr. Chairman, the question of the deductibility of 
such expenses by the corporation is governed by Section 162 of the 
Bevenue Code. With respect to advertising, and more particularly 
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the type of ideological advertising that this may represent, deduc- 
tions for the costs of advertising are generally governed by regulation 
section 1.162-15 (c) (1) . That section, after denying deductions for 
expenditures for lobbying, for the promotion or defeat of legislation, 
and for political campaign purposes (including advertising) related 
to any of the foregoing, provides : “On the other hand, expenditures for 
institutional or ‘good will’ advertising which keeps the taxpayer’s 
name before the public are generally deductible as ordinary and neces- 
sary business expenses, provided the expenditures are related to the 
patronage the taxpayer might reasonably expect in the future * * *. 

In like fashion, expenditures for advertising which present views on 
economic, financial, social or other subjects of a general nature but. 
which do not involve any of the activities specified in the first sentenco 
of this subparagraph [referring then to lobbying, promotion, or de- 
leat of legislation, or political campaigns:] are deductible if they 
otherwise meet the. requirements of the regulations under section 162.” 

Thus, if the purchase of advertising or the purchase of the news- 
papers or books referred to was used in an advertising sense we would 
have to apply the test of our regulations. If, on the other hand, these 
materials were merely distributed to the employee of the corporate 
purchaser, we would then have to see if this served any ordinary and 
necessary business purpose. 

There was a case, some years back where the corporate purchasing 
of magazines for distribution to employees was considered not to be 
a business purpose and the deduction denied. This is highly factual 
question, Mr. Chairman, and would have to be resolved with respect 
to the facts relating to each one of these purchasers, and the use they 
put the material. 

The Chairman. Since this has gone on over a long period of time, 
it occurs to me that you must have been called upon to make a de- 
cision on some of these contributions for purchases of subscriptions. 

You mean to say you have not been called upon to decide a single 
one of these Hunt cases \ 

. Mr. llooovm. I am not aware of a Hunt case. I am aware of 
situations, however, where we have disallowed purchases of magazines 
of an ideological nature for distribution. 

The Chairman. Would you check this out and when you look over 
your transcript of testimony, state whether or not you have allowed 
any of these to be deducted or if any of them have been refused. 

Mr. Harding. You are referring to an examination of the purchaser 
here, rather than examination of the foundation. 

The. On airman. That is right, yes, sir. 

Mr. Harding. Yes, sir; we would be happy to do that. 

(Following is the information submitted by the IRS, under date 
of October 2, 1964. ) 

Our field offices have disallowed portions of deductions claimed on 
the basis of failure of certain of these companies prove such purchases 
constitute ordinary and necessary business expenses. 

The Chairman. With respect to the tax returns filed by the Life 
Line Foundation for fiscal years ending September 30, 1951 through 
fiscal year ending September 30, 1963, "what, years are still open for 
assessment? 
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Mr. Harding. ’61 through ’63? I think they will all be open, Mr. 
an 

The Chairman. From September 30, 1951 through September 30, 

19 Mr. Harding. Yes, sir, we will supply for the record the years 
that are open, either under the statute or by agreement with the tax- 
payer from 1951 — 

The Chairman. From September 30, 1951. 

Mr. Harding. Well of course they are open since 1961. 

(Following is the information submitted by the IRS, under date 
of October 2, 1964.) 

Returns filed for the fiscal years ending In 1961, 1902, and 1963, are 
open for assessment. 

The Chairman. On September 1, 1964, I asked you to submit for 
the record a copy of the IRS letter or memorandum to the FCC relat- 
ing to “non-commercial stations and political broadcasts. Do you 
now have that copy to submit, Mr. Ilardmg ? 

Mr. Harding. No, sir. We do no t have it yet. _ 

The Chairman. Well, when are you going to furnish that copy f 

Mr. Harding. "Wo understood we would furnish it with the tran- 
script coming back, Mr. Chairman. 

The Chairman. With the transcript coming back. 

Mr. Harding. Yes, sir. . . . . ^ , ,. 

The Chairman. And you will have it m the record at that time. 

Mr. Harding. Yes, sir, we will have it in the record. 

The Chairman. And you will submit it. 

(Following is the information submitted by the IRS, under date 
of September 22, 1964. ) 

1 U.S. Treasury Department, 

Internal Revenue Service, 
Washington, D.O., June 14, 1002. 

Reference 8900. 

Hon. Newton N. Minow, 

Chairman, Federal Communications Commission, 

Washington, D.C. 

Dear Mr. Minow : In your letter of April 23, 1902, you asked for an opinion 
on the applicability of certain provisions of the Income Tax Regulations to ac- 
tivities of noncommercial broadcasting stations. You state that you have been 
conducting a public inquiry into the local programming of Chicago television 
stations, and that the noncommercial educational television station WIT W has 
informed you it has a policy of not carrying any political broadcasts. This 
policy is stated to have been adopted no-t only because the Board of. Trustees 
considered that an educational station should not become involved in urging 
any form of particular political action, but also because the Trustees found it 
necessary to follow this policy under Treasury regulations providing tax exemp- 
tion for “corporations organized and operated exclusively for educational pur- 
poses no substantial part of the activities of which is carrying on -propaganda 
or otherwise attempting to influence legislation, and which does not participate 
in or intervene in (including the publishing or distributing of statements), any 
political campaign on behalf of any candidate for public office.” 

You have explained that the Federal Communications Commission has taken 
the position that the carrying of political broadcasts is one of the major elements 
usually necessary to meet the public interest, needs, and desires of the com- 
munity in which a station is located. You point out that in the case of Forme rs 
Educational & Cooperative Union of America, North Dakota Division, v. WD AY, 

Inc. 300 U.S. 525, the Supreme Court has recognized that the carrying of political 
broadcasts is a public service criterion to be considered both in license renewal 
proceedings, and in comparative contests for a radio or television construction 
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permit. You also advised us that Section 315 of the Communications Act re- 
qmrcs a broadcasting station which makes its facilities available to legally 

osSrSI-ht 8 p0l « i - ca ., °® ce t( i a£E(>rd e< l ual opportunities to all such 
carididates for that office. Similarly, when a station carries programs dealing 
with controversiai issues of public importance, it has an obligation to be fair 
and to afford reasonable opportunity for the presentation of conflicting views. 

First, let me explain that the quoted portion in your letter relative to educa- 
tional organizations is a part of the statutory language of section 501 f cl 131 of 
the Internal Revenue Code. The Income Tax Regulations S ( 26 CPE 1 50lf ap- 
plicable to section 501(c)(3) were published as Treasury Decision 0301 in 
2“f H Ulat i v f 1959-2,^ beginning at page 139. As defined in the regula- 

tions, the term educational relates tor (a) the instruction or training of the 
individual for the purpose of Improving his capabilities; or (b) the instruction 
™ b 3ccts useful to the individual and beneficial to the community. 

The regulations further state that an organization may be educational even 
thmigh it advocates a particular position or viewpoint so long as it presents a 
sufficiently full and fair exposition of the pertinent facts as to permft an indb 
liu V 01 .i the publlt: , to f°™ an independent opinion or conclusion. On the 
other hand, an organization is not educational if its principal function is the 
mere presentation of unsupported opinion. 

The explicit statutory limitation on legislative activity by charitable eduea- 
tmnai and other organizations described in section 501(c) (3), was first included 

£ Ct f f ■ H ° WeVer ’ the 1954 Code added the MerrestrS 

tl0 , n ■ , . al ? d . W . blcb < oes not participate in, or intervene in (including the 
publishing or distribution of statements), any political campaign on behalf of 
any candidate for public office.” To qualify for exemption undef the provisions 
3 , ° f tbe , c ? de ’ an organization must establish that it is exclrn 
sively organized and operated for one or more of the purposes specified in that 
section of the law. Under the statute and the regulations, political activities 
may result in the failure to qualify for, or loss of, tax exemption. This mav 
occur m three ways: First, political purposes may appear in the articles of 
organization, thus disqualifying it as not being “organized exclusively” for the 
requisite charitable, educational, or other exempt purpose. Secondly an or- 
ganization which actually engages in political activities (other than participation 
or intervention in political campaigns in behalf of candidates for office) mav not 
be exempt because “substantially” all of its activities are not for an exeunt 
purpose or purposes (the regulations provide that an organization will not be 
regarded as operated exclusively” for one or more exempt purposes if “* * * 
more than an insubstantial part of its activities is not in furtherance of an 
exempt purpose”) and thirdly, an organization may not be exempt because ?t 

h«h»if iP p °V,f? r ? neS ’ drectly or indirectly, in a political campaign on 
behalf of a candidate for public office. ^ B 

As I stated above, section 501(c) (3) of the 1954 Code now expressly precludes 
tax exemption in cases where an organization participates or intervenes in 

1 501(c) (3Klf cUll'of t0 co ? cept of substantiality. Section 

provides toat 1 ; 3 f ** regulatlons 111 referring to these proscribed activities 

. . “ An organization is an ‘action’ organization [and precluded from exemption! 
lf u P a rt ie toates or intervenes, directly or indirectly, in any political campaign 
;> abe iau - °£® r in opposition to any candidate for public office. The term ‘candi- 
date for public office means an individual who offers himself, or is proposed bv 
others, as a contestant for an elective public office, whether such offiw be na ’ 

01 l0CaL Act i V l ties wbicb constitute participation or intervention 
m a political campaign on behalf of or in opposition to a candidate include but 
are not limited to, the publication or distribution of Written or printed 

candhlate.” 6 ° f ° ral Statemeats on behalf of or in oppositiontosuebt 

JFiJ . sui a m arize, insubstantial legislative or political activities, other than 
participation in or intervention in political campaigns on behalf of candidates for 
Wi A not . disqualify an educational organization such as an educa- 
* broadca 8 ting station, from tax exemption, provided it otherwise meets the 
exemption requirements of section 501(c) (3) of the Code. Further the annlica 
sect } (m 5p l(c) (3) and the Income Tax Regulations thereunder does not 
preclude a tax-exempt educational television station from presenting broadcasts 

sathm ifabifto^f if the broadcasts a^enSaXnTte 

station is able to show that these programs were undertaken entirely in the 
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* 


I 
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public interest, and the station itself is not participating or intervening in a 
political campaign on behalf of a candidate for public office. The mere fact that 
such station affords equal opportunities to opposing views would not of itself 
be sufficient to establish as a fact that the station is not so intervening or par- 
ticipating, but would, of course, be pertinent to any such consideration. Thus, 
the station would have to be prepared to establish factually that it does not 
urge, advocate, or otherwise endorse the views presented. _ . 

Whether, and the extent to which, a particular program or activity fails 
within the statutory proscriptions against legislative and political activities is 
essentially one of fact to be determined on a casenby-case basis in the light of 
the facts and circumstances presented. You will appreciate, I am sure, the com- 
plexities and difficulties inherent in determining whether political activities of 
this type are conducted in a nonpartisan manner. Similarly, where opposing 
candidates for public office are being presented by the station for the educa- 
tion of their viewers, the fact that equal time is granted to all legally qualified 
candidates for a particular political office will not in itself usually be sufficient to 
overcome these difficulties. , . .. 

I have followed with a great deal of interest, the newspaper reports of the 
new legislation which now makes possible Federal subsidies for educational 
broadcasting. If you believe that Internal Revenue personnel can be of as- 
sistance to you by meeting with members of your staff to discuss provisions 
of tbe Internal Revenue Code which may affect educational broadcasting in 
the public interest, please feel free to call upon us. 


Sincerely yours, 


( Signed ) Harold T. Swartz, 

Assistant Commissioner. 


Mr. Steed. Mr. Harding, I think I know a 1 ittle bit about the oil 
industry and some of the people who participate in it. Are you m 
position to tell me how a drilling contractor could expect to enhance 
his business opportunities by buying and circulating a lot oi po- 
litical blurb like this ? . . . 

Mr. IIaeding. Well, sir, as Mr. Rogovin tried to say, this is a 
factual question which we have to look at in connection, with the 
activity of that particular taxpayer. Row, off the top or my hat 1 
would see two possibilities. One would be a distribution among 
employees, depending upon the size of his organization, and the 
other would be distribution to customers of what we call institutional 


advertising.” . , , 

Now this is without making any judgments on the nature or tne 
material which is being distributed. ■ . _ , . 

Mr. S teed . Many drilling contractors, the only business they get is 
by competitive bidding with some company wanting a well drilled. 
I-Iow could the giving somebody a bunch of hooks help a man get some 

business on a competitive bid ? . . 

Mr. Haeding. Mr. Steed, I have trouble answering your question, 

sir. I do not know the answer. , ,, 

Mr. Steed. Looking over this list, I am willing to concede that there 
may be some firms here that might build some good will bv dis- 
tributing things of this sort. But then there are some others here, 1 
■just cannot for the life of me see how they would expect to improve 
their business opportunities with this sort of an operation, ancl it 
they did get a tax deduction on this as a business expense, it would 
seem to n?e that the IRS is being a little more lenient with this kind 

of taxpayer than with some others I know about. 

Mr. Haeding. Well, let me also point out, Mr. Steed, that we have 
a very limited audit of income tax returns in terms of total number 
filed.' Of those that we do examine, particularly corporations, we 
have to look at the major elements in their financial activities. JNow 
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whereas these items look large to you and to me, they may very well 
be buried in a much larger advertising account.. For example, with- 
out a complete examination of that account by the agent, it might not 
even come to his notice that there had been $1,000 or more involved in 
the purchase of books from Life Line. So some of this undoubtedly 
oversight on our part. Some of it may be our inability to determine 
the proper deductibility of the borderline item in an examination of 
the books. 

Mr. Steed. I would assume that some of these companies listed here, 
especially the Hunt Oil Company, and associated agencies, would 
have come to the attention of the IRS in some of these years in a rather 
detailed way. 

Mr. IIarding. This is a question of what you mean by detail, Mr. 

Steed. I am confident that many of these companies have been 
examined over recent years. 

Mr. Steed. I can assure you there are some oilmen in my State and 
district who have come under very detailed scrutiny of the IRS, and 
if the same careful attention is applied to some of these firms here 
that have been to some taxpayers I know, I am sure all these details 
would have been very clearly brought out. 

I do not know how you could have a $10,000 book purchase item 
of an oil company in one transaction and not have to show some indica- 
tion of it in an income tax return. 

Mr. Harding. Well, sir, I agree with you when you look at these 
particular items. For example, in some of our earlier hearings we 
discussed a list of travel items from one of the foundation’s travel 
accounts. In a large corporation examination whereas we do typically 
examine a travel account, we cannot with great precision validate each 
and every trip that is taken. 

Similarly in many cases their advertising account, although looking 
big when totaled in this fashion, is, perhaps, not so big in terms of the 
total activity of the corporation. 

Mr. Steed. Is there any element — the fact that Life Line Publica- 
tions are themselves produced by a tax-exempt foundation does that 
tax-exempt source of this material have any bearing on whether the 
purchaser of that material gets tax exemption on it or just call it a 
business exemption? 

Mr. Harding. If this is a purchase, no, sir ; there would be no distinc- 
tion between a foundation and a private publisher. 

Mr. Steed. Could it be possible for someone to make a donation to 
the foundation and receive this material in return, and for the transac- 
tion to be filed in that way ? 

Mr. Harding. It could be improperly reported on their books, yes, 
sir, as a purchase rather than a donation. 

The Chairman. Talking about donations to foundations, don’t you 
know of instances where individuals have made contributions or dona- 
tions to foundations for the purpose of getting special benefits of dif- 
ferent kinds? I shall be more specific by giving this illustration. 

Don’t you know of instances where a person controlling a foundation 
h as made contribul ions to a college for the purpose of getting a scholar- 
ship for his son or a relative? Do you know- of instances like that? 
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Mr. Harding. I think we previously discussed a somewhat similar 
instance, Mr. Chairman, where the foundation paid the tuition of the 

son of the creator. . , ^ , ,, , „ 

The Chairman. That is right. We did. But don t you know ot 
instances where it has been sort of a turnkey job '? 

Mr. Harding. I understand that there have been such circumstances, 

yes, Mr. Chairman. 

The Chairman. Mr. Steed. 

Mr. Steed. Mr. Harding, would there be any way for your depart- 
ment to find out, for instance, if the Reed Roller Bit Company made 
sizable purchases of these items listed here, whether that would give 
them any advantage in selling their drilling bits to some of these oil 
companies that seem to be so intensely interested in this particular 

operation? , . . , . „ 

Mr Harding. It sounds like a little sophisticated item for a revenue 
agent to ifcfcover, Mr. Steed. I think our interest would be limited to 
whether or not this was a bona fide business expense on the part of the 
corporation. I grant you this inference, that there might have been 
an ulterior motive behind the transaction. But I think our authonty 
would stop at the point that we determine that here either was or was 

not a bona fide business expense connected with it .. . 

Mr Steed. If you found out or could prove that the controllers ot 
the foundation and the publishers of these documents did a lot of busi- 
ness with some of these heavier contributors here, would that cause 
you to be suspicious ? 

Mr. Harding. Yes, sir; it might. 

The Chairman. Mr. Roosevelt. 

Mr. Roosvelt. Could I just ask, it intrigues me to know : In the 
case of, for instance, a donation from, let ns say, the Hunt Oil Co., ot 
$42,793.11, presumably for the purchase of newspapers, Life Lines— 
is this in the form of control of the newspaper or in the form of indi- 
vidual subscriptions, and, if so, what does Internal Revenue do to 
find out what the oil company does with it ? 

Mr. Harding. We discussed at some length, Mr. Roosevelt, the tact 
that this is a factual question in the examination of the oil company 
to determine whether or not the purchase of these publications and 
their use by the corporation constituted a bona fide business purpose, 
either of institutional advertising or some internal employee distri- 
bution or something of this sort. _ This is our— — , . 

Mr. Roosevelt. IIow could it be institutional advertising? 

Mr. Harding. I guess, Mr. Roosevelt, somewhat like passing out 

matchboxes. . . 

Mr. Roosevelt. Yes, but I am advertising myself it 1 hand out 
matchboxes. 

Mr. Harding. Compliments of the purchaser, Mr. Roosevelt. 

Mr. Roosevelt. Just, compliments of the oil company ? 

Mr. Harding. Yes, sir. 

Mr. Roosevelt. And you would allow that as 

Mr. Harding. I am not saying we would allow that, Mr. Roosevell . 
All I am saying is we were speculating- on what might have been the 
purported business purpose of these purchases. 
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Mr. Roosevelt. What I am trying to get at is what is the standard 
which Internal Revenue will set for this kind of business expense? 
Presumably you might say to me, “Well, this is a matter that the field 
man wasn’t competent to pass on.” 

But certainly somebody has to pass on it, and he must pass on it 
upon the basis of some kind of criteria. 

What would be the criteria that would be used ? 

Mr. Harding. Maybe, perhaps, Mr. Rogovin could briefly sum- 
marize his comments along this line just before you came in. 

Mr. Rogovin. Mr. Roosevelt, one of the problems is that we have to 
make a judgment, in terms of the statute, whether expenditures are 
ordinary and necessary business expenses in relation to the particular 
corporation and the use it puts such material. 

In a related area — we contested the deductibility of expenditures 
for advertisements in a political convention journal, some years back, 
in 1957. We raised the question as to why a coal comj^tfy would 
advertise in a national political convention journal. The matter went 
to the Tax Court. The Court was very reluctant to question the busi- 
ness judgment, of the corporation and indicated that it was a deductible 
form of advertising, even though it recognized the money went to the 
political party and was used to defray political expenses. The Court 
maintained the position that it wasn’t going to second-guess a business 
judgment. If a man is getting a dollar’s worth of advertising for the 
dollar he spends, that was sufficient for the Court. This setback was 
accepted by the Revenue Service in 1958, and what we attempt to do 
in these cases is to look with objective standards at the particular facts 
of the case. I think that the case we are speculating on now, is per- 
haps one that might well cause a disallowance. Wnere a magazine 
or newspaper is being handed out to prospective purchasers or em- 
ployees of the corporation, where it serves no business purpose, and 
where it is material of a highly inflammatory nature, with the only 
institutional advertising aspect a little box at the bottom “with the 
compliments of the corporation,” this may well lead to a disallowance 
of that particular item, the deduction of that item. 

Mr. Roosevelt. Do you tell us that you will test this ? 

Mr. Rogovin. Well, one of the difficulties is when the agent goes in 
and looks at the books and records of the corporation, a $1,500, $10,000 
item among literally millions of dollars, just doesn’t stand out. 

A lot of these things are buried, and when we find them we raise 
them. But finding them is very difficult. 

We had an experience where we found purchases of the John Birch 
Society magazine, American Opinion , by an oil company, and the pur- 
chase was hidden in crude oil purchases. 

Mr. Roosevelt. That would make you somewhat suspicious, wouldn’t 

Mr. Rogovin. We tended to be * * * I agree. 

Mr. Harding. And also difficult to locate. 

Mr. Rogovin. This was a test, in which we traced it back from the 
seller. We knew they had subscribed and knew they had made the 
purchase, and wanted to find out where it showed up." It didn’t show 
up in any institutional advertising account, but in a crude oil account. 

Mr. Roosevelt. Here it is quite open, there is no attempt to hide it. 

It is quite open. This is a purchase. 
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Mr. Harding. These records, Mr. Roosevelt, come from the founda- 
tion’s side, not the corporations’ sides. We do not know how this is 
reflected in the corporate records. 

Mr. Roosevelt. You are going to look into it? 

Mr. Harding. Yes, sir; we will look into these matters of exemption 
of these purchases. 

Mr. Roosevelt. I think that answers my question. Thank you, Mr. 
Chairman. 

The Chairman. I would like to ask you about the Kaplan Fund, 
Mr. Harding. 

During our hearing of August 10, I asked you the following ques- 
tion : Does the fact that Mr. Moe overrode the prior recommenda- 
tions of the District Director in 1960 mean that the Rational Office of 
the IRS cannot do anything about any tax liability that may exist 
for the J. M. Kaplan Fund for the years 1952 through 1956? In 
other words, does the statute of limitations kill any possibility for 
assessing taxes for those years? 

You stated that you did not know the answer to that question but 
that you would submit it for the record on August 31. On the latter 
date you advised us that the answer would be forthcoming very soon. 

By letter of September 1, 1964 you submitted the following answer 
to that question : 

With regard to the J. M. Kaplan Fund, Ine. of New York, N.Y., the 
statute of limitations has expired on returns filed by the Fund for the 
years 1954, 1955, 1956 and 1957 pursuant to the provisions of section 
6501(g)(2) of the Internal Revenue Code of 1954. There was, however, 
no provision corresponding to section 6501(g) (2) in the prior Code and 
it has been held that the filing of an information return for years prior 
to 1954 by an organization believing itself to be exempt did not start 
the running of the statute of limitations. Thus, returns filed by the 
Kaplan Fund for the years 1962 and 1953 would still be open for 
assessment. 

Returns for the years 1958, 1959, and I960 are those presently under 
audit, and they are open for assessment to June 30, 1965 under consents 
extending the statute of limitations filed by the Fund. Returns for the 
years 1961, 1962 and 10 (t 3 are, of course, open under the normal three 
year period of limitations to May 15, 1965, 1966 and 1967, respectively. 

So you are now telling us that the statute of limitations lias expired 
on the tax returns filed by the Fund for the years 1954 through 1957? 
How do you explain the fact that the statute of limitations was al- 
lowed to expire for these years? These were part of the years that 
were under so-called “intensive Investigation” by the IRS and for 
which Messrs. Donald R. Moysey and Raphael Meisels, former Dis- 
trict Directors of Lower Manhattan, recommended revocation of the 
Fund’s tax exemption. 

How do you answer that, Mr. Harding ? 

Mr. Harding. Mr. Chairman, the latter year, 1957, expired, of 
course, in 1961. The reexamination, the intensive reexamination, of 
this Fund, as we have testified, was subsequent to that date. 

There was no reason, known to us in 1960, that those years should 
have been held open. 

The Chairman. The recommendation for revocation of the tax 
exemption by the District Director in 1957, did it state that it had 
been under an intense investigation for a number of years or over a 
long period of time ? 
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Mr. Harding. Yes, sir. These years were, of course, open at that 
time. But in 1960 the case was resolved, and the exemption was ex- 
tended. There was, therefore, no apparent reason at that time for 
keeping open those years through 1957. 

The Chairman. That does not seem just a complete answer to me, 

Mr. Harding. I cannot understand why they let that expire. You 
knew it was going to expire. Why didn’t you do something about it? 

Mr. Harding. Well, sir, in I960 the case presumably was resolved. 

This would have been the year to have sought an extension for the 
year 1957. 1954, 1955, 1956 would have l'un. 

The Chairman. I want to ask one other question. Are you saying 
that the failure of the IKS to obtain an extension of the statute of 
limitations was just an oversight on the part of the Revenue Service? 

Mr. Harding. No, sir; I am not saying that. 

I am saying that in retrospect, in view of the material which has 
been brought to our attention, it might have been desirable at that 
time, to have held those years open. But in terms of the status of the 
case in 1960, I cannot question the judgment of the District Director 
in allowing those years to expire after he had resolved the case, after 
consultation with the national office. 

Mr. Steed. As I understand it then, the third director involved in 
Lower Manhattan, after consultation with the national office, reached 
a determination that Kaplan was in compliance and, therefore, were 
not going to revoke their tax exemption status. 

Mr. Harding. Yes, sir ; that is part of the record. 

Mr. Steed. And due to that decision that covered these years. 

Mr. Harding, — they were allowed to run. 

Mr. Steed. And the statute ran. 

Mr. Roosevelt. T think we ought to go back on the record a little 
bit, because the impression of some of us was, perhaps, erroneous, but 
I think we ought, to check the record. I think, you previously testified 
or our impression is that you previously testified, that all of these 
years were presently under intensive investigation. 

Mr. Harding. If I so testified, Mr. Roosevelt 

Mr. Roosevelt. 1 f so the record ought to be corrected. 

Mr. Harding (continuing). I would certainly correct the record. 

It was not my intention to so testify because, as I did testify, I did 
not know at that time which years were open, and we made this deter- 
mination and supplied this lett er for the record. 

I do not believe that, in tlio context I could have testified to that, 
but I may have misspoken myself. If so, I apologize to the Commit- 
tee. 

Mr. Roosevelt. Thank you. 

The Chairman. Have you finished? There was a possible tax 
liability of substantial amounts for the years 1954 through 1957. 
Wouldn’t good judgment dictate that an extension of the statute of 
1 imitations should be obtained for those years, Mr. Harding? 

Mr. Harding. I think I have answered that question, Mr. Chair- 
man. 

During our hearing of August 10, I pointed out the following 
to you : 

Mr. Donald R. Moysey, District Director of Lower Manhattan, rec- 
ommended that the Fund’s tax exemption be revoked retroactively. We 
also know that, by letter of January 7, 1958, Mr. Raphael Meisels, suc- 
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„ naanr . tn Mr Movsev upheld the latter’s recommendation that the 

;I,i advised tie Kaplan Hind that It. MJ '‘““tl.Ttie FuS? ”fs 
through 1956 “will be accepted as filed. , and mat tne 
exempt from Federal income taxes for such years. 

Mr. Moo’s letter of March 24,1960 to the Kaplan Fund gives no 
indication of why the Fund’s tax returns were accepted as Ided tor 
he veare 1952 through 1956. You stated that you would supply for 
SaS to v™ for the IKS Mtot tot to Fond ox- 
emnt from Federal income taxes for such years. , , 

X September 1 you stated that the information would be sub- 
mitted to us shortly. Have you prepared 1 Sn S 0 f the 
Mr Harding No, sir. That, among the other i esidual items or me 

August 10 record, are in process for presentation to youm CommTttee. 

Could I make one statement, Mr. Chairman, that will,, pernaps, 
clarify to some extent some of the misapprehensions about This case . 

The procedure which wo followed m these cases involves a letter to 
the taxpayer proposing the revocation The taxpayer r is afforded and 
I think we would all agree that every taxpayer should be alioided, an 
nnnorhmitv to present his case back to the bervice. 

In this particular case, after the initial proposal, the taxpayer pre- 
sented his P case to the District Director. There had in the interim been 
flange in District Directors. The District Director thereafter re- 
affirmed his predecessor’s finding in the case. nrocess 

The taxpayer has, however, an additional element m his id P 
involving an appeal to the national office by virtue of the fact that 

final decision in these matters is within our juris JXhX'sis of his 
He made his appeal to the national office, and on the basis ot i . 
appeal to the national office, our so-called technical advice t :o the torn 
Third District Director, Mr. Moe, recommended, if he 50 Xfis fbe 
the continuance of the tax exemption of the Foundation Thi is toe 
reason and this is the process through which we went m the case ot 
the Kaplan Fund. This is not, as it might appear, three independent 

Mr? Roosevelt. Mr. Harding, there is somewhat of an ambiguity— 

Mr. Chairman, if I may ? _ 

Mr 6 Kwotveut '(continuing) . Ambiguity in that statement, because 
you say the taxpayer, in his due process, has an appeal to the national 

°^Mr. Harding. First to the Director, Mr. Roosevelt, and then to the 
national office. 

And^hetookR to "the Director first; he was turned down. Then 
presumably from your statement ho then took an appeal to the na- 

ti0 You°then tell us that, unless I misunderstood your words just now 
that what the national office docs is only to give technical advice upon 
tl fs to the Director, and does that make an independent judgment ? 

Mr. IT a ruing. Our technical advice is very persuasive to our District 

Directors, Mr. Roosevelt. 

(Laughter.) 

39-915 — 04 18 
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T B f Uf - tlie , t ! 1 . ing tbat intrigues me is, at the same time, 

. Sv w c T ec T t , ln stating, that the whole matter was then re- 
ferred back to the District Office, and then the District Office pre- 
sumably reversed itself upon your urging or, if that is the proper 
word, upon your technical advice and ur|in|. proper 

Now, this is really then not the same as having the national office 
make a clear-cut final appeal decision. It simply means that you put 
pressure on the District Office to take your technical advice, and so it 

Joiectf StnCt ° ffice that StiU does W the final that 

Mr. Harding. Well, Mr. Eogovin will respond to that. 

fr^wSw' Mr ‘ E + ? 0S f V6 i lt ’- th , e - technical advice that emanates 
^-virnD aS inngton is on the technical issue. 

lion ofa ^ revenil . e a S ent makes his determina- 

it l lni ’ no one in Washington is m any position to quarrel with 
of int S nd , t0 parrel with it. It then becomes a question 

the remw Sff ? C * ea ° h . a certain legal conclusion, and so when 
the request for technical advice comes to Washington, with the facts 

be Wethe S 6 ^ u m niT °f CC SayS ’ “ 0n the basis of fchese facts we 
believe the answer should be thus and so.” 

ofT?r±fi g0 T back r,^ S a ™ atter Jaw, as a technical interpretation 

to th6 DisMct Director ’ a,id 

All. 1? nnOTiTT-nr m H h!.- Jit i » 


-wxivttuu VI ■ 

Mr. Roosevelt. Is it binding on him or not binding ? 

Mr. Rogovin. Well, as far as the law is concerned it is binding 

TTK hilt. TT Pniutc Anf thnt • n • • 


Llm •+ • 1 — ’ ; .1 concerned ic is Dmamg on 

Tf the fnet^ P ° mt ! oufc , that we are giving this weight to these facts. 

nll HomffneK- n °i a ® have been initially indicated, or if there are 
additional facts, why then, of course, this particular technical advice 
will not be binding and the District Director would be free to lay 
° U h ^ udgment the facts do not demonstrate this.” 5 

bo that the persuasive nature remains as long as it is a technical 

trict Direcf 16- • Bul i B , ie fa ? t ® are f°und to be different then the Dis- 
A/tu * 1S pe ^ ly P rmle ffed to make his own judgment. 

Mr. Roosevelt. M ell now, as I understand it, all of this Kaplan 
Fund materia! was then sent back to the District office, and that is what 

that correct this other information to the Committee; is 

in G ' ? is a , cur F ent investigation of the Kaplan Fund 

d w , 1S under investigation at that point; yes, sir. 

1. Roosevelt What has caused the delay in getting us the reasons 

that are contained m this technical advice? S 

w^ka™!^' M ° St ° f th6 d6lay ’ Mr ' Eoosevelt > is that 1 was on two 

Mr. Roosevelt It is not because it is in the New York office? 

Yr.rlhn, *'°’ Sir ' W i a 1 re S'^ng the information from New 

York and fioin our own people here m the technical organization and 

Mru! the a nswer at the earliest possible dat e g ’ 

Chairman s permission, we were granted an extension of 

m ™ Iei ' for me to be able to review the material which we 
propose to send to the Committee. 

Now, since I have been back this week, as you know, I have been 
Sgggf °““P‘ ed - “>• difficult for mr to ’get oZ S 
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Mr. Roosevelt. I think the thing, the basic thing, that keeps bother- 
ing me is that we have a reversal here of a District Office upon so-called 
technical advice which you tell us is the result of an appeal by the 
Kaplan Fund to the national office. 

Now on the other hand, if I understood Mr. Rogovin correctly, this 
would be the normal process anyway. The set of facts would be for- 
warded to the national office, and then you would make in the national 
office a determination as to whether the facts as presented justified a 
certain specific finding under the law. 

Mr. Harding. That is right. 

Mr. Roosevelt. So really this is not an appeal by the Kaplan Fund, 
is it ? Did they file an appeal ? 

Mr. Harding. They are allowed to supply a brief based upon the 
prior findings by the Director, and the entire record is considered by 
the national office in giving its technical advice. 

Mr. Roosevelt. Is that what took place ? 

Mr. Harding. Yes, sir. 

Mr. Roosevelt. You know as a fact that the Kaplan Fund did file 
this brief from the opinion on the set of facts presented by the District 
Office? 

Mr. Harding. It is my recollection of the case, Mr. Roosevelt, that 
they did file a brief in this case. 

Mr. Roosevelt. I yield to my friend. 

(See pp. 196-197 and Exhibit 12, p. 312 for subsequent response 
of Acting Commissioner Harding.) 

Mr. Steed. Mr. Harding, in this case Mr. Kaplan had his day in 
court before the District Director, and ho lost. So he brought it to 
tho Washington office and presented his case there. Could it be pos- 
sible that he was able to present additional or different or better mate- 
rials at the level of tho national case that did not appear in the case 
at the District level ? 

Mr. Harding. That is a possibility, yes, Mr. Steed. 

Typically in these cases where we go through this revocation pro- 
cedure, thoro arc a number of stages involved, a number of briefs sub- 
mitted, additional material requested and submitted before the tech- 
nical advice is given by the national office. 

But the crux of the matter is, I think, rather than the additional 
material that might or might not be submitted, is tho fact that the 
national office has within its organization tho particular expertise that 
attempts to put these facts up alongside tho law and the regulations, 
and draw the conclusion from those facts in the light of those regu- 
lations. 

The Chairman. I would like to get a question clarified, Mr. Hard- 
ing. With respect to the Life Line Foundation, an Examiner 
recommended that their tax exemption bo revoked, I believe, in Sep- 
tember 1962, and this recommendation was affirmed by the Baltimore 
District Director in March, I believe, 1963. Is that correct ? 

Mr. Harding. I do not recall the dates, Mr. Chairman, but there was 
such a proposal. 

The Chairman. Now, you testified yesterday — and I can see logic 
and reason supporting what yon said — that when you revoke a tax 
exemption, the donors are not called upon for taxes. In other words, 
the revocation does not affect the people who gave the money. 
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Mr. Hardin (i. Typically. 

h™ 16 . ( ;i' 1i ™an. The people who gave the money to the founda- 

>e taxed b ? cau ? e you presume — and I think you are 

1 W ? re a f tmg m g '° od faith since the foundation had 

a tax exemption to show to prospective donors. 

r «f on > don’t you think that is more of a challenge to the 
ilhn i r 0n 16 alert f l .ud make sure that you quickly end a tax exemp- 
li 1 vou nlC if ]U i tlfied f doblg S0 ‘ • If y« u do ^oke quickfy 
and you allow them to continue m business and to take donations it 

L ^ to eve lx 7 bod y concerned. Do you agree with that ? 

tv y, A D S ’' d agree, Mr. Chairman. 

Hie Chairman. Now, this Life Line case looks to me like a pretty 

heti^rontlLTall! f ° r ^ Ufe ° f me ’ ^ Luld 

rixdil nf’ffiH Mr ‘ V' h H ? lfc sa y s that this would deny people the 
right of getting valuable information on matters of great importance 

on values that they should know about, including spiritual values and 
everything eisc and they should not be denied this information. 

M . 1 - ITu / lt I s a 7 an of ? reat wealth, and I think he would 
tioudff Strug f le al , < ? ngfor awhl3c lf ^ had to furnish this informa- 
tics f Peop!e whh his own money. He should not object to doing 
this if he is the dedicated person that he claims to be— and I am not 
denying that he is a dedicated person. 

If his wealth is as great as has been represented in the press — and 

to ter.!*? fr0m Mr ' S ' " nt <”> proLbl, ™ns 

! ” , “ nde r favorable tax lows. 

, o S 7 that .’, at t] ? e ® nd of a year, Mr. Hunt puts $100 million on 
a table (even though I cannot conceive of $100 million on a table) 

He first reaches out and pushes aside $27.5 million of that money 

much Thin T fif at all .‘ ® 0 ’ that is not hurting him very 
much Then he takes the remainder, and the deducts move in on it 

mcluclmg the dw notions for his contributions to his foundations. Well,’ 

Thick? t if l « f th f ugh Wi f - ifc ’ there is not much left for 
Uiiele bam. Uncle Sam doesn t get anything 

MrTTrmt f ove J the coun try, Of course. In the case of 

t lot s ( | atl T ,S f t ia 1 ar ® carrying on his crusades should 

Z b? some tlme to com "- if he is “ s 

Mr. Roosevelt. 

(Discussion off the record.) 

A s^? i 1 f L E1 ^ g0 back a minute to this Kaplan thing. 

As 1 understand it, the information on the 1957 return or recommen- 

is that co^cS h<5 natl0nal office in 1958 ’ which passed on it in 1960, 

Mr. Harding. Well 

Mr u!°f mT v JuSt pri ° r f° th ® time limitation running out. 

i lou J .7 ean when the 1957 return came in would have 
been about the time of the expiration of that year : yes, sir. 

w Roosevelt. No, no. . The revocation recommendation or finding- 
1958, bSS'SS information came in to the national office in 
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Mr. Roosevelt. I think it was September of 1958 to be specific. 

Now, it was not passed on until some time m 1960, just prior to the 
expiration of the statute of limitations ; that is correct, is it not . 

Mr. Harding. Yes, sir; that would be right. , • ^ i 

Mr Roosevelt. Am I also correct in saying that, if fraud is found 
at a later time, the statute of limitations, even though it has run, does 
not apply, and you can go back? 

Mr. Harding. I have to ask my lawyers to answer that. 

Mr. Roosevelt. I am not a lawyer either; that is why I ask the 
question. 

Mr. Coiien. That is correct, sir. 

Mr. Roosevelt. Thank you. . , . „ 

I would iust suggest that, perhaps, if we find fraud we might go 
back, even though you have found the statute of limitations to run 
in view of what has been presented, and we might make sure there 
is not any fraud in those supposedly closed years. 

Mr. Harding. We always attempt to make sure about that. 

The Chairman. The Secretary of the Treasury has testified that it 
is the Treasury’s duty to be alert to' all possible violations of law. 

The Secretary also says (1) he does not consider it proper for a 
foundation to engage in insider’s stock deals, stock price manipula- 
tions, short sales, margin trading, speculation in commodity futures, 
or to act as an unregulated source of stock market credit, and (2) the 
SEC should be alerted to the possibility of a foundation s involvement 

in insider deals and stock price manipulations. 

Yet, testimony before this Subcommittee indicates the following. 

• The IRS does not examine foundations to determine whether they 
are violating any Federal securities laws — including those relating to 
insider’s stock deals, stock price manipulations, and unregulated 

sources of stock market credit. . , . , , , 

• The IRS has not collected any information as to the extent that 
foundations are involved in speculation and trading on margin. 

• The IRS has not collected any data on the involvement of founda- 
tions in corporate proxy fights. , 

• The IRS does not examine the foundations to determine whethei 

they are violating any CAB regulations. _ 

• The IRS does not examine foundations to determine whether 
their foreign operations may be in conflict with Government policies. 

• The IRS does not examine foundations to determine whether 

the foundations are channeling income and corpus in a direction that 
may hurt competitors and investors. . 

• The IRS does not examine foundations to determine whether 
they are being used as a device for engaging in various trade practices 
which might be in violation of certain statutes administered by the 
Federal Trade Commission or the Antitrust Division. 

• Few of the persons in the IRS who examine foundation tax re- 
turns would be sufficiently familiar with the antitrust law to know 
whether the practices as cited may violate Section 5 of the FIC Act 

or the Sherman Act. , n . 

• The IRS does not examine foundations to determine whether 
there is a conflict of interest between the duties of a foundation s direc- 
tors or trustees and their interests as officers, stockholders and em- 
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ployees of business corporations whose stock is controlled by the foun- 
elation. 

Additionally, we have gleaned the following from the testimony: 

• The Secretary of the Treasury says that the Treasury does not 
know how many tax exempt foundations there are. 

. * Tbu do not know how many IRS employees are assigned to super- 
vising tax exempt foundations. 

• The IRS generally leaves it up to the officers of a foundation to 
decide what salaries they pay and the expenses they desire to pay. 

• You do not know of any cases where compensation of officers, 
directors or trustees among the large foundations has been unreason- 
able or unjustified. Yet, Mr. Benson Ford received $15,000 for at- 
tending three meetings of the Ford Foundation. 

• The IRS does not review a foundation’s individual charitable 
donations. 

• The IRS has no rule of thumb regarding the precentage of in- 
come that a foundation must spend for the purpose for which it was 
granted tax exemption. 

• The IRS does not examine foundations to determine whether con- 
tributions are being made to the foundations by persons or organiza- 
tions that supply goods or services to companies Interlocked with the 
foundations. 

__ * The IRS does not know how much money was spent overseas by 
U.S. foundations in 1963. 

• The IRS does not examine foundations to determine whether they 
are making loans overseas that may be contributing to our balance of 
payments problems. 

This is the most impressive record of do-nothing thatl have seen in 
m J 36 years in Congress. When it comes to the proper policing of tax 
exempt foundations, the IRS appears to be totally impaled in the 
quicksands of absolute inertia. 

Mr. Roosevelt. 

Mr. Roosevelt. Mr. Chairman, I have no question. I think, per- 
haps, Mr. Harding might like to reply. 

The Chairman. Would you like to comment, Mr. Harding? 

Mr. Harding. Very briefly, Mr. Chairman. 

In the first place, let me say to you as Mr. Caplin has said to you, 
as 1 have said to you, that we are not exceedingly proud of our record 
of the extent to which we have made tax examinations of foundations 
in the years gone by. 

As you are well aware, sir, we have greatly increased not only the 
quantity but the quality of those examinations. Therefore, to the 
extent that we can be. criticized for past years in our examination or 
the lack of our examinations or the quality of our examinations of 
tax exempt foundations, I accept as the Acting Commissioner respon- 
sibility for that failure. 

. 6)n the other hand, sir, as regards many of the items, without getting 
into any argument as to whether or not your list correctly reflects 
the record, the Service cannot plead guilty to failure to enforce FTC 
regulations, or CAB regulations, SEC regulations, et cetera, et, cetera. 

1 feel that there has been, perhaps, some misconception that the role 
of the Revenue Service is that of a general policeman of all activities of 
charitable foundations. I state to you, sir, as I have stated numerous 
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times during the previous sessions, that we do not see that as our role; 
that this is not our responsibility under the law and, therefore, I do not 

accept responsibility for those items. 

Mr. Roosevelt. Mr. Chairman, may X now ask questions ; 

The Chairman. Mr. Roosevelt. 

Mr. Roosevelt. Mr. Harding, on the other hand, with the inxorma- 
tion which Mr. Patman has read into the record, or the statement which 
Mr Patman has read into the record, would you not agree that the 
present size of the business of tax exempt foundations justifies more 
regulation than the examination you make for tax purposes ? In other 
words, you havo said, in essence, to us that within the concept of the 
IRS there is no proper responsibility for the accumulation of this 
information or for the interchange of information with other gov- 
ernment agencies which would enable the law of the land to be properly 
enforced. Does that therefore not lead to the conclusion that either 
the statute must instruct the IRS to do these things so that you are 
responsible, and thereby pinpoint the responsibility, or take it away 
from you altogether so that it is not left in limbo. Perhaps it might 
be given to a special division of the Treasury or to some other govern- 
mental agency where these responsibilities can be carried out. 

I hope you would agree that it is in the public interest that this in- 
formation is available. It affects the public interest very greatly, 
the fiscal policy of the government and other areas. It would seem 
vital that something be done about it if, as you may very properly 
say, you refuse responsibility because there is no place where it is 

directly handed to you? . , . 

Mr. Harding. Well, Mr. Roosevelt, I think that it would be im- 
proper for me to draw a conclusion as to whether 01 not there should 
be a general policeman assigned to charitable foundations. I think 
that is a matter for discussion between the executive and the legislative 

branch. . , , .. 

Mr. Roosevelt. But you have said that you are not the policeman, 

EGriod. 

Mr. Harding. I have said, sir, and I think Mr. Caplin has said, 

that we do not have responsibility. 

I would like to correct, however, a bit of what you said. I did not 
say that we would not turn information over to these agencies if it 
came to us in the course of a tax examination. I also stated, however, 
that we do not make our examinations for the purpose of determining 
those violations. We leave that to the enforcement activities of those 

other agencies. . . _ . , . ,, 

Mr. Roosevelt. Let me put it this way : A field auditor does not have 
the competence under normal circumstances to know whether an SEC 
regulation has been violated, does he ? 

Mr. Harding. I think I testified that certain of our more sophisti- 
cated agents would probably recognize some of these violations ; yes, 

SIT. 

Mr. Roosevelt. Some of these. That is a relatively few of the 
total. 

Mr. Harding. Not in great depth. 

Mr. Roosevelt. And you do not supply sophisticated investigators 
on the foundations. 
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Mr. Hardin (i. Wo arc putting sophisticated ones into certain areas 
oi the country. 

Mr. Roosevelt. Are you saying that you are capable of doing the 
]ob it Congress gives it; to you ? 

Mr. Harding. No, sir; I am not saying that in all regards. I am 
saying that certain obvious violations of other sections of the U.S. 
Code, other than those which we are charged with administering 
might well be recognized by some of our more capable agents. 

I am. not saying, sir, that we have the competence or expertise to 
police foundations for all of the myriad violations of Federal law 
that they might become involved in. 

The Chairman. If you would permit an interruption, Mr. Roose- 
velt. Mr. Harding, you did testify that you feel morally bound to 
submit to these agencies any information that comes to you in viola- 
tion of the law or regulations ? 

Mr. Harding. Yes, sir; I did. 

Mr. Roosevelt. Is thero a direction to the field agent to that 
effect ? 


Mr. Harding. Yes, sir; there is. 

Mr. Roosevelt. Would you supply it to the Committee? 

Mr. Harding. I would ; yes, sir. 

(The information submitted by the IRS, under date of September 
22 , 1964, appears as Exhibit 42, pp. 393-395.) 

Mr. Roosevelt. The reason — counsel points out to me — the reason 
behind my question was, that I think in previous testimony you 
stated you had not forwarded any information of the possible viola- 
tions to any of the agencies. My question is why was it not for- 
warded ? 


Mr ITarding. I assume it was not detected. I said we had no 
record of any violations of these areas being forwarded. 

Mr. Roosevelt. It would seem strange that an individual, such as 
our counsel, who does not do this around the clock, could find things 
y. et y° ur agent would not if he was under a directive to do it! 
. ls sophisticated as you say lie is. I just happen to assume he 
is not quite as sophisticated as you assume he is, and I am not placing 
a TY . amo on him. I think the IRS is not the place where the respon- 
sibility should be placed. But it has to be placed, I think that will be 
conceded. 


Mr. Steed. Mr. 1 larding, in order to keep this whole thing in more 
proper focus, I have been under the impression, and I would like for 
you to correct me if I am in error, that part of this problem stems 
trom the fact that there has been an unprecedented increase in the 
number oi and activities of these foundations in recent years, and 
that you are just now working up to the fact that we find ourselves 
confronted with a myriad of problems that in the early days of tax 
exempt foundations did not seem to exist. Is that a proper analysis 
or part, ot the reason why we find ourselves currently confronted 
with so many of these inequities and problems ? 

Mr. Harding. There has been a tremendous growth in this area 
both in terms of number of entities and in terms of size of the opera- 
tions ot those tax exempt organizations. It has been a growth which 
our examination forces have not kept up with, and it is certainly an 
clement m the problem. You are perfectly correct, sir. 
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Mr. Steed. Doesn’t that very fact though indicate that we are now 
at a point where a revision and a redress and expansion of the gov- 
ernment’s capability of coping with this matter should be looked into 
and something done about it ? 

Mr. IIaeding. I think on at least, certainly on one front, Mr. Steed, 

* * * to which the Secretary testified * * * that there needs to be 
a clarification, some adjustment, in the basic law under which we 
operate. This is one of the difficulties that we have had over the 
years. So this certainly needs to be done, and the Secretary has testi- 
fied that it will be done. . 

It certainly indicates also that as far as the Revenue Service is 
concerned, and assuming we continue our present role of examining 
these foundations for tax consequences, that we need to continue to 
devote the efforts that we have been devoting to this problem over 
the last three years, and if at all possible within the limitations of 
our budget, increase the funds available to us for making these 
examinations. . 

This is all apart and aside from the more fundamental question 
which the Chairman and Mr. Roosevelt raised as to whether or not 
there needs to be some type of super police organization established 
which would have responsibility for auditing these corporations, these 
foundations, for all aspects of their activity involving all responsi- 
bilities which they have under the laws of this country. 

Mr. Steed. Well, I cannot help but feel that this unprecedented 
growth of activity both in numbers and in size and all that in this 
field, is a major contributor to our problem and, of course, I think it- 
is safe to assume if one wise guy thinks up one of these stunts and 
it works, it encourages others to do likewise, so it is a rather snowball- 
ing, cumulative sort of thing to play all these apparently fancy games 
with tax exempt devices that we see revealed here as you go into the 
case histories of some of them. 

Mr. Harding. This is, of course, true, Mr. Steed ; and you, as a mem- 
ber of our Subcommittee on Appropriations, are well aware of the 
fact that we have a myriad of problems in the tax field as well as the 
tax exempt field, and in this area, in the activities of corporations and 
of individuals in a growing, expanding economy, and these problems 
are becoming more acute. 

The number of gimmicks, if you will, that are being thought up al- 
most defy our ability to keep up with closing the loopholes. So that 
what you say about tax exempt foundations is particularly true. 

It is part of a general fabric of our economy, the growth _ of our 
economy, and the growth of tho problems wo have in administering 
the tax laws of this country. . 

Mr. Steed. I think if the Congress and the Administrative Branch 
cannot get together and work out some better answers to this whole 
thing, we are just going to wind up finding ourselves faced with a situ- 
ation where you just have made a farce of a lot of these, what started 
out to be, very worthwhile programs, and I think the public interest 
cries out for a solution to it. 

Mr. Harding. I would certainly agreo, Mr. Steed. 

The Chairman. During our hearings of August 10, you indicated 
that the Foundation Library Center had instructed Mrs. Tinsley to 
photograph only schedules that were not prohibited. I have in my 
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hand a copy of the Foundation Library Center’s instructions to Mrs. 
Tinsley and suggest that you have a look at them. Will you take this 
to Mr. Harding, please. 

(The documents referred to appear as Exhibits 43 through 46, pp. 
396-399.) 

Mr. Harding. Mr. Chairman, I would be happy to do that. I 
would like, however, specific reference to my testimony to that effect. 

I have no recollection of making that statement at this time. 

The Chairman. That was our interpretation. 

Mr. Harding. Well, sir, I frankly do not know what the instruc- 
tions to Mrs. Tinsley were except those that involved us. 

The Chairman. My information is that this Xerox copy is the state- 
ment that was given to Mr. Olsher when you w r ere present and as per 
instructions. If you will notice on page 1, line 17, which deals with 
contributions received, you will see the language “need schedules if 
supplied.” Yet you have indicated that the statute prohibits such 
schedules from being made available for public inspection. How do 
you explain the fact that Mrs. Tinsley was allowed to have the 
schedules ? 

Mr. Harding. I cannot explain that, Mr. Chairman. I am afraid 
I don’t — is this document which I am looking at a photocopy of some- 
thing? 

The Chairman. Yes, sir. It is a copy of the one that was given to 
Mr. Olsher when you and he were talking to Mrs. Tinsley. 

Mr. Harding. The only copy — — 

The Chairman. It is a copy of the original, that is what it is. 

Mr. Harding. Is this the Stephens Foundation ? This is the only 
document that was transmitted to Mr. Olsher. 

The Chairman. No, the Library Center F oundation. 

Mr. Harding. The only copy of anything that I saw transmitted to 
Mr. Olsher was a photocopy of a part 1 of the return of the Stephens 
F oundation. 

The Chairman. We are talking about the Library Center. You 
see, the object 

Mr. Harding. Yes, sir. But we were in the Library Center at the 
time. 

The Chairman. Regardless of all that, the fact remains that this 
was given to her by the Foundation Library Center as instructions for 
photocopying foundation tax returns. 

Mr. Harding. Well, sir, if I understand what this document is, that 
this is her guideline 

The Chairman. That is right. 

Mr. Harding (continuing) . To what she reproduces. 

The Chairman. That is right ; that is correct. 

. Mr. Harding. If I read this line. 17 correctly, if the taxpayer, as 
m the. case of the Stephens F oundation, waived his right to hold con- 
fidential the list of donors and attached it to part 2 of the 990, she. 
would, as she did in the case of the Stephens Foundation, reproduce 
that copy and give it back to the Foundation. 

The Chairman. You construe that to mean then only in cases where 
she was permitted to do it 

Mr. Harding. Of course, sir. 

The Chairman (continuing). By regulation ? 
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Mr. Harding. Because this was all she would have, sir. Not hav- 
ing part I (and if the taxpayer follows the rules he attaches the 
list of donors only to part 1) , she cannot therefore have access to that 

S6< The ' C hairman. You insist she would not have it if it were un- 
Mr. Harding. She would not have part 1, which is the hie copy, 
the Revenue Service copy, of the return; and if the taxpayer meticu- 
lously followed the instructions, he would attach the list of donors 

0n in t the a case of the Stephens Foundation, knowingly their account- 
ants attached it to part 2 as well, and that was the reason she had it 

in that case. , . . . , . 

The Chairman. Well, now, was consent given by implication— by 

the fact they attached it to part 2, page 2? 

Mr. Harding. Yes, sir. So far as I know there was no 

The Chairman. In other words, you presume this gave you the 
right to have it copied because it appeared where they did not have 
to insert it ? 

Mr. Harding. Yes, sir. . , , 

The Chairman. And that was the power of attorney, you might 

^Mr. Harding. Wo take the position realistically, Mr. Chairman, 
that the taxpayer knowingly gives us part 2, he may have 50 sched- 
ules attached to it; he knows this is a public document, he knows it is 
going into our public disclosure records. ... 

We are not m position to screen all of those and correct anything 

that the taxpayer may have done, so we must accept- 

The Chairman. You presume he expects it to be made public . _ 
Mr. Harding. Yes, sir; and, of course, in the Stephens Foundation 
case we did supply you a letter which stated the accountant s intent 

m The Chairman. Did you say that the Stephens Foundation gave 
you consent ? 

Mr. Harding. No, sir. I said— — 

The Chairman. Or that you got consent by reason of attaching it 
t0 |dn W arding (continuing). I said that we presumed their willing- 

n IT* I' I _ _ 1 i.1 n nt rt-f II in O' if f A Tin .Wt 9, 


ness for public disclosure by their act of attaching it to part* . 

Wo subsequently, after the question was raised by Mr. OMier, re- 
ceived verbal communication from their accountant to the effect that 
it was their intention. We subsequently had that confirmed by a lettei 
which has been submitted to this Subcommittee. 

The Chairman. What is the date of the letter? 

Mr. Harding. I do not recall the date of it — August 11, I am in- 
formed. , . ,, , 

The Chairman. And you got the consent prior to that time ver- 

ba Mn\ Harding. We had gotten the information from the accountant 
that it was his intent to make that part of the public record. 

The Chai rman . Was that 2 or 3 weeks ahead of the letter or would 

vou know ? , _ . . . , . 

Mr. Harding. This was before the letter. It was prior to testimony 

bv Commissioner Caplin on July 22. 
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The Chairman. How many questionnaires did the IRS send to tax- 
exempt organizations ? What was the date of that questionnaire ? 

Mr. Harding. Could I supply that exact figure tor the record, Mr. 
Chairman? 

The Chairman. Yes, sir. 

(Following is the information submitted by the IRS, under date of 
September 25, 1964. The questionnaire appears as Exhibit 47, pp. 
400-403.) 

In June, 1964 the Service developed the attached questionnaire (Form 
M-0284 for use in obtaining certain current information from organiza- 
tions exempt from tax under section 501(a) or 521 of the Internal 
Revenue Code. The information sought is pertinent to our program to 
convert our records on tax exempt organizations to the use of automatic 
data processing equipment. 

The questionnaire is being sent to exempt organization in the follow- 
ing order : 

1. 260,000 were mailed during the first two weeks of August, 1964 to 
all exempt organizations filing annual returns, except for exempt 
pension trusts filing on Form 990-P ; 

2. 200,000 are to be mailed during mid-October 1964 to those exempt 
organizations which are not required to file annual returns; and 

3. 80,000 are to l)e mailed in the spring of 1965 to exempt pension 
trusts filing on Form 990-P. 

The Chairman. How many questionnaires did the Office of Tax 
Analysis of the Treasury Department send out? Their questionnaire 
carries the date of .) uly 17, 1964. 

Mr. Harding. My recollection is, sir, it was approximately 1,300. 

The Chairman. In your view, should income, gift and estate tax 
deductions be allowed for contributions of corporate stock to a founda- 
tion where the foundation receiving the stock and the corporation 
issuing it are both controlled by the donor or his family ? 

Mr. IIardino. Mr. Rogovin tells me that it is existing law that these 
are deductible. 

The Chairman. What is your view on it? Do you think it should 
be existing law ? 

Mr. Harding. Mr. Chairman, I would respectfully rather pass that 
question as being a matter of tax policy and legislative policy. 

The Chairman. Between the Executive and the Legislative Branch, 

I assume? 

Mr. Harding. Yes, sir. 

The Chairman. Do I understand correctly that the fair market 
value of a gift to a charitable organization is deductible for income, 
gi f t or estate tax purposes by the donor ? 

Mr. Harding. Yes, sir. 

The Ch airman . The fair market val ue ? 

Mr. Harding. Yes, sir. 

The Chairman. Do you agree that the tax deduction feature of a 
charitable contribution is a matter of considerable interest to a person 
of wealth? 1 

Mr. Harding. Yes, sir. 

The Chairman. Would you agree that this is especially true in the 
case of the estate lax which requires that all property owned by an 
individual at his death be aggregated and taxed at its fair market 
value ? 
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Mr. Harding. Yes, sir. 

The Chairman. Would you agree that foundations can contribute 
to unfair disposition of power and influence arising from the use of 
foundations to maintain family control of businuesses ? 

Mr. Harding. Here again, sir, I think that possibility exists. I 
think it is primarily a legislative consideration, however. 

The Chairman. Would you agree that, although the immediate pur- 
pose of the imposition of estate taxes in the United States was to raise 
revenue, there is little doubt that the philosophical basis was a social 
and economic one? As you know, the estate tax did not become a per- 
manent part of the Federal reserve system until 1916. There had been 
a long history of concern, however, over the concentration and per- 
petuation of economic power. 

One of the principal counter measures advocated was the estate tax, 
and this had a broad spectrum of support from a wide variety of per- 
sons of differing political views. 

Mr. Harding. I think that that was an element, Mr. Chairman, al- 
though I am not really a very competent witness on that subject. 

The Chairman. Would you agree that the accepted social purpose 
of the estate tax is to break up concentrations of economic power? 

Mr. Harding. I am not competent on that subject, Mr. Chairman. 

The Chairman. Would you agree that private charitable founda- 
tions are being widely used today to neutralize the social policy of 
the estate tax as well as to reduce the tax due on large estates ? 

Mr. Harding. I think that this is a tax legislative matter that really 
I should not respond to. . 

The Chairman, Would you agree that foundations are established, 
at least in some cases, for the following purposes : 

(1) to reduce estate taxes and thereby lessen, or do away with en- 
tirely, the necessity for liquidating holdings in a family-owned or con- 
trolled business; (2) to retain active control of a business, although 
ownership is divested, by appointing family members or close associ- 
ates as directors of the foundation ? 

Mr. Harding. I think there has been some evidence to that effect, 

Mr. Chairman. 

The Chairman. Would you agree that the securities holdings of 
foundations suggest that the desire to maintain control, while giving 
up ownership, may be reasonably widespread ? 

Mr. Harding. I cannot really respond to that, Mr. Chairman. 

The Chairman. Would you agree that, in many cases, it is not 
necessary to own a majority of a stock to have effective control? 

Mr. Harding. Yes, sir ; this can be clone. 

The Chairman. Would you agree that it is possible to maintain 
control by contributing non-voting stock which represents the princi- 
pal share of the assets of a corporation while retaining the voting 
stock ? 

Mr. Harding. This is a possibility, yes. 

The Chairman. Would you agree that it is a simple matter for any- 
ono to form a foundation as a trust or non-profit corporation under 
state law and personally to designate the trustees or directors to man- 
age its affairs ? 
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Mr. Harding. I think that is right, yes, sir. 

The Chairman. Would you agree that a common non-charitable mo- 
tivation for creating a foundation is to perpetuate family control of 
a business ? 

Mr. Harding. Well, Mr. Chairman, I think I have before asked 
not to testify as to motivation of these creators, and I would respect- 
fully ask not to respond to that. 

The Chairman. In your view, does the charitable performance of 
a foundation operating with the auxiliary purpose of holding stock 
in a family business for the protection of the donor’s family, justify 
the allowance of tax deductions to the donor or to his estate for con- 
tributions of the stock to the foundation ? 

Mr. Harding. That, sir, I think is a tax policy question again. 

The Chairman. In your view, should income and gift tax deduc- 
tions be allowed for contributions of non-income-producing property 
(other than money) to a foundation controlled by the donor or his 
family when the foundation has no apparent use for the property ? 

Mr. Harding. A tax policy question, Mr. Chairman. 

The Chairman. Would you agree that frequently donors give to 
their private foundations items of non-income-producing property 
which obviously are useless for the foundation’s purposes until the 
property is sold and the proceeds either reinvested in income-produc- 
ing assets or expended in charitable activities ? 

Mr. Harding. I think this is correct, sir. 

The Chairman. Would you agree that, when a donor-controlled 
foundation retains gifts of non-income-producing property from the 
donor for which the foundation has no apparent use, the implication 
is that the foundation is doing so for the private advantage or en- 
j oyment of the donor ? 

Mr. Harding. I guess that is possible, Mr. Chairman. 

I think your previous question, however, stated that in many of 
these instances the property was subsequently sold representing in- 
come to the foundation. 

The Chairman. That is right. In your view, should foundation 
loans of money or other property to, and purchase, sale, exchange and 
lease transactions with, donors, related persons, controlled businesses 
and their employees and foundation trustees and directors, be pro- 
hibited as a condition to continued tax exemption for the foundation ? 

Mr. Harding. That is a tax policy question, Mr. Chairman. 

The Chairman. Would you agree that there is ample evidence that 
some donors find it hard to forget that the foundation’s assets once be- 
longed to them ? 

Mr. Harding. I think that we have seen some of that, yes, Mr. 
Chairman. 

The Chairman. Would you agree that there is ample evidence that 
some donors seem to regard their foundations as reservoirs of capital 
to be tapped in time of personal need ? 

Mr. Harding. I think there has been some evidence along that line, 
too, sir. 

The Chairman. Would you agree that it is not at all unusual for a 
donor to call upon “his” foundation to lend him money, to purchase 
his property or to sell or to lease to him its property ? 
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Mr. Harding. There have been indications ; yes, sir. 

The Chairman-. Would you agree that there is a lack of legally en 
forcible fiduciary standards to restrict self-dealing by those m control 
of foundations ? 

The ^Chairman. Wouid you agree that most state authorities evi- 
dence almost no awareness of this responsibility • „ 

Mr. Harding. There seems to have been a certain lack of exercise of 

responsibility in this area ; yes, sir.. ., 

The Chairman. Since foundations are funded with tax deductible 
contributions and earn tax exempt income, would you agree that the 
problem of self-dealing may appropriately be considered at the Federal 

level ? 

The cZml' Wouid you agree that although loans to a donor 
must be at a “reasonable” rate of interest with adequate security, 
and although his purchase and sale transactions with his foundation 
must be at “adequate” consideration, these are hardly fiduciary stan 
ards ? 

Mr. Harding. Yes, sir. , , 

The Chairman. Would you agree that, when directors of a founda- 
tion are selected because of their familial relationship or personal 
loyalty to the donor, it is too much to expect that they will ri^id y 
adhere even to those guidelines in approving the donor s selTdealmg ^ 

Mr. Harding. I think it raises a very difficult problem, Mr. Lhau- 

m The Chairman. Is it unreasonable to require the IRS to police such 
transactions to insure that arm’s length formalities are observed m 

transactions which are not at arm’s length. . ... 

Mr. Harding. I think, Mr. Chairman, that we should be in a position 

to so police the foundations. . . 

The C hairma n. In your view, are further statutory restrictions re- 
quired with respect to the management and investment of foundation s 

^Mr^lARD^NG. 0 ! 1 respectfully refer that to the Treasury Department, 

S11 The Chairman. Do I understand correctly that the Code does not 
impose any specific restrictions on the manner in which a foundation 
invests its principal except that a foundation may be subject to taxa- 
tion on income from unrelated business activities carried on directly . 

Mr. Harding. Yes, Mr. Chairman. _ . . 

The Chairman. Do I understand correctly that the Code does im- 
pose certain limitations on reinvestment of foundation income? 

Mr. Harding. Yes. ... .. „ 

The Chairman. What are the limitations generally ? 

Mr. Harding. Just let Mr. Rogovin answer it. He remembers the 
Codo section better than I do. 

Mr. Rogovin. With respect to the unreasonable accumulation provi- 
sions, there is also reference to investments of income which would be 
of such a speculative nature as to jeopardize the carrying out of the 
organization’s exempt purpose. This type of investment would be 
prohibited, as well as an overall limitation on investments which 
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reflect a non-exempt purpose or which subserve the legitimate in- 
terests of the foundation. 

The Chairman. In your view, should a foundation— which is con- 
ducting a substantial business operation — be entitled to tax exemption 
as an organization “organized and operated exclusively for charitable 
purposes,” even though the foundation may be willing to pay taxes on 
its unrelated business income? 

Mr. Harding. I think that is a tax policy question, too. 

Iho Chairman. Would you agree that there is ample evidence that, 
m order to avoid possible loss of tax exemption, some foundations, 
which contemplate the operation of a business, find it expedient to in- 
corporate their business ventures in the form of wholly-owned “feeder” 
subsidiaries ? 

Mr. Harding. Yes, there is that, Mr. Chairman. 

The Chairman. Do I understand correctly that the business profits 
of these corporate “feeders” are taxed at regular corporate rates and 
only the dividends which they pay to their “parent” foundation are 
exempt from income taxation ? 

Mr. Harding. That is correct. 


T, Chairman. W ould you agree that there is ample evidence that 
a ? • number of foundations are known to have tax-pay in g 

subsidiaries which compete for business with other commercial enter” 
prises which have taxpayers for shareholders? 

Mr. Harding. Yes, Mr. Chairman. 

, Th® Chairman. Would you agree that the difference in tax liability 
at the. shareholder level may afford a competitive advantage to the 
ments)? 17 ° f a foundatlon ( thr °ugh forbearance of dividend pay- 

Mr. Harding. 1 could have that result, Mr. Chairman. 

, } h( ? ,^ A1R “ AN - J do not believe we can finish here by 12 :30 or 1 -00 
Jading, and I suspect it would be in our interest 'to 
come back at 2 .30. TY ould that be satisfactory ? 

Mr. Harding. I es, quite satisfactory. 

The Chairman. What about 2 :00 o’clock ? 

Mr. Harding. At your pleasure. 

o’clock <7riAIRMAN ‘ ad r igbt with you gentlemen, make it 2 :00 


Mr. Harding. That will be fine. 

The Chairman. We will recess until 2 o’clock. 
(Whereupon, at 12:00 o’clock noon, the subcommittee 
reconvene at 2 :00 p.m. the same day.) 


recessed to 


AFTERNOON session 


TESTIMONY OP BERTRAND M. HARDING ACCOMPANIED BY 
MITCHELL R0G0VIN AND SHELDON S. COHEN— Resumed 


I he Chairman. The Committee will please come to order. 

•TV 0 , 1 under stand correctly that, if a foundation acquires property 
with borrowed money, sections 511-514 of the Code tax the rental 

n“ e satisfied1 at inC ° me UntU tlle un derlying indebted- 


Mr. Harding. Yes, Mr. Chairman. 
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The Chairman. Do I understand correctly that the purpose of this 
rule is to impede a common foundation practice of “bootstrap” ac- 
quisitions of property paid for out of tax-exempt rents ? 

Mr. Harding. Yes, Mr. Chairman. 

The Chairman. Do I understand correctly that the practice is 
still prevalent because of the statutory requirement that rental income 
in these cases is not taxed if the lease involved is for a period of less 
than five years? 

Mr. Harding. Yes, Mr. Chairman. 

The Chairman. Would you agree that there is ample evidence that, 
in order to avoid the tax, foundations have discovered that leases and 
tenants can be arranged so as to come "within the exemption without 
necessitating payment of the underlying indebtedness out of prin- 
cipal? 

Mr. Harding. Considerable evidence, Mr. Chairman. 

The Chairman. Has the IRS experienced difficulty in carrying put 
the provisions of section 511-514 of the Code? 

Mr. Harding. Mr. Chairman, under the provisions of the law, there 
is difficulty in terms of what we see to be the equities of the situation. 
We have tried to enforce it to the best of our ability, however. 

The Chairman. But you have experienced difficulty ? 

Mr. Harding. Yes, sir. 

The Chairman. Do you see any inconsistency in the fact that a 
foundation’s capital gains are entered for purposes of income report- 
ing but are excluded for purposes of determining whether an accumu- 
lation of income is unreasonable ? 

Mr. Harding. Yes, sir; but I think that that is in accordance with 
the statute. 

The Chairman. In your view, should capital gains be included or 
excluded for purposes of determining whether an accumulation of 
income is unreasonable? 

Mr. Harding. I think that is a tax policy question, Mr. Chairman. 

The Chairman- In your view, should contributions received be 
classed as income and included in determining whether an accumula- 
tion of income is reasonable ? 

Mr. Harding. The same situation prevails. 

The Chairman. What percentage of funds spent on research in the 
U.S. was contributed by the Federal Government in 1963 ? 

Mr. Harding. I do not know the answer to that question. 

The Chairman. Would you have an estimate or could you give us 
an estimate? 

Mr. Harding. We shall attempt to give you an estimate, yes, sir; 
based on the best inf ormation we have. _ 

(Following is the information submitted by the IRS, under date of 
September 22, 1964.) 

A Report to the President on Government Contracting for Research 
and Development 1 prepared by the Bureau of the Budget states on page 
34: 

Through its programs the Federal government now supports over 
two-thirds of the research and development of the Nation. Of the 
total Federal expenditures for this purpose about two-thirds are 


1 Report submitted to the Congress and referred to the Committee on Government Opera- 
tions, United States Senate, May 17, 1962 ; Senate Document No. 94, 87th Congress, 2d 
Session. 

39 915—64 19 
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made through contracts with private industry ; over 10% through 
grants and contracts with universities and other nonprofit institu- 
tions; and the remainder by government scientists in Federal 
facilities. 

This statement was based on anticipated Federal net budget expendi- 
tures for research and devlopment in fiscal year 1963 of $12,365 million. 

The Chairman. Fine. Would you agree that research founda- 
tions, which receive tax exemption as scientific organizations, present 
problems unlike those of charitable and educational foundations? 

Mr. Harding. Yes, sir. 

The Chairman. Would you agree that these organizations compete 
with tax -paying business entities? 

Mr. Harding. That question is difficult, Mr. Chairman. I think 
that possibility exists, however. 

The Chairman. Would you agree that there is ample evidence 
that tax-exempt, research foundations aggressively seek business 
offering complete services in the development of new production 
(such as market analyses, design, engineering and pilot production, 
test marketing, tooling, etc.), and that they engage in investment 
counseling, issue restricted patent licenses, manage patents, prosecute 
infringers, and engage in other activities which are a far cry from 
scientific research? 

Mr. Harding. I would say, Mr. Chairman, that there is some 
evidence for that conclusion. I would not be able to say whether it is 
ample evidence. That would be a legislative determination. 

The Chairman. Do you see a need for a new statutory definition 
of the term “unrelated trade or business” as it applies to scientific 
research organizations ? 

Mr. Harding. May I consult with my staff ? 

The Chairman. Yes, sir. 

Mr. Harding. Mr. Chairman, the problem seems to be in the area 
of what is to be included in “unrelated business.” That, I under- 
stand, is not too difficult a question. It is a legislative policy question, 
of course, as to whether or not that definition should be revised. 

The Chairman. Would you agree that the present situation of 
tax-exempt scientific organizations does not appear to be that intended 
by Congress? 

Mr. Harding. I am afraid I cannot speak as to the intent of 
Congress, Mr. Chairman. 

The Chairman. Would you agree that Congressional intent to 
tax some scientific research income of exempt organizations is indi- 
cated by the Senate Report on the 1950 Amendment, which states 
that — “* * * a, ‘grant’ by a corporation to be used for research by a 
foundation with the results of the research to be given only to the 
grantor would clearly not be a gift and would constitute unrelated 
business income”? 

Mr. Harding. That would appear to be the Congressional in- 
tent, although I am not really expert in that area. 

The Chairman. Has this statutory framework been workable 
from an administrative standpoint? 

Mr. Harding. It has been very difficult from an administrative 
point of view, Mr. Chairman. 
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The Chairman. Do the Treasury regulations define “fundamental 
research”? _ _ 

Mr. Harding. There apparently is an attempt at defining this, Mr. 
Chairman. Mr. Eogovin mforms me he does not think the definition 
is particularly helpful. 

The Chairman. As you know, there have been strong complaints 
registered with this Subcommittee about research foundations com- 
peting with taxpaying businessmen. For example, just recently Mr. 
F. C. Henriques, Chairman of Technical Operations, Inc., of Burling- 
ton, Mass., complained to us about “the position of not-for-profit 
research and development companies, such as Systems Development 
Corporation and the MITEE Corporation, which charge fees and pay 
no taxes.” Mr. Henriques added. 

We are well aware of the recent trend toward the greater use by 
the military and other Government agencies of not-for-profit organiza- 
tions. We and other publicly-owned corporations are concerned over 
the long-term effects of this trend. 

We have long had an excellent record in providing systems analysis, 
operations research, and computer programming services to the armed 
services and are well aware of and have never violated the requisite 
confidential relationships to sponsors. This reference has not been 
made to aggrandize the accomplishments of Technical Operations, but 
rather to emphasize that we are not afraid to stand on our record of 
performance or propriety as a Government contractor. We know that 
we can successfully compote in providing professional services in those 
areas where we have competence. The problem, and the one that trou- 
bles us, is to ensure that we are not barred from competing in a “sup- 
posedly” free enterprise economy. 

Technical Operations, Inc. is an active member of Smaller Business 
Association of New England, Inc. I have first-hand knowledge of 
the impact of the not-for-profit organizations on small businesses in 
severely limiting, or making impossible, their growth. 

I shall also insert herewith copy of a complaint addressed to Sena- 
tor Edward M. Kennedy by the Brewer Engineering Laboratories, 
Inc. of Marion, Mass., and forwarded to us by the Senator. 

(The insert is as follows.) 

Brewer Engineering Laboratories, Incorporated, 

June 4,1964. 

Hon, Edward M. Kennedy, 

Senate Office Building, Washington , D.O. 

Hear Senator Kennedy : We have been meeting increasing competition from 
privately endowed tax-free research institutions. Two of these foundations are 
aggressively seeking business in the field of private enterprise, and wo have 
recently lost a contract to the Illinois Institute of Technology because they bid 
below cost to get the contract away from us. Since their losses will be made 
up from the funds of the Institute, we cannot compete with them. 

We bid the sum of $7831.00 on a stress analysis study of a Navy heat exchanger 
for a nuclear submarine. This bid was given to the manufacturer of the vessel, 
the Struthers Wells Corporation of Warren, Pennsylvania, a past client of ours. 
The work was to be done under their specification NPD-7197-ESA. The Navy 
required Struthers "Wells to seek two other bids, and this they did with the 
Illihois Institute of Technology bidding about ,$4800.00 for the test and the 
Franklin Institute of Philadelphia (another endowed nonprofit foundation) bid- 
ding about $11,800.00. IIT sent a sales agent to Struthers Wells who aggres- 
sively promoted the cause of his foundation. The Navy insisted upon the lowest 
bidder receiving the award, so IIT won it. 

We recently won a bid for stress investigation of axles on the Trans-Hudson 
Subway for the Port of New York Authority. Again IIT bid against us, but 
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our proposal was considered the best technically by the PNYA although our 
price was higher than IIT. It is my understanding that IIT was sharply criti- 
cal of the PNYA for awarding us the bid. 

As you may see from these examples, IIT, a funded research organization with 
a non-profit tax position, is aggressively competing with us. These foundations 
should only enjoy a tax free position if they are engaged in basic laboratory 
research. Since they are now actively competing in the field of practical en- 
gineering, I think they should be required to pay taxes and bo deprived of 
foundation support. 

I would appreciate the favor if you would call the attention of the Department 
of Internal Revenue to the activities of the Illinois Institute of Technology and 
also of the Franklin Institute. 

Perhaps some division of your office could advise me as to the charters of 
these foundations. It seems difficult to believe that foundations should be legally 
permitted to compete with private industry. 

The Navy should not be allowed to award engineering contracts to these 
foundations when they compete with private industry. IIT can always underbid 
me and ultimately perhaps force me out of business since their losses are made 
up from foundation grants. 

I will appreciate any assistance you can give me on these matters. 

Yours very truly, 


Given A. Brewer, 

Chief Engineer. 


The Chairman'. Would you agree that patent royalties are much 
more like business income than investment income? 

Mr. Harding. There is a distinction in the statute, Mr. Chairman, 
between the two. 

The Chairman. Between patent royalties and investment income? 

Mr. Harding. Yes. 

The Chairman. Would you agree that it is doubtful that Congress 
intended to exempt patent royalties as another traditional form of 
investment income for tax-exempt organizations? 

Mr. Harding. I am afraid I cannot make a conclusion as to the 
congressional intent, sir. 

The Chairman. Would you agree that foundations have reached a 
new level of importance and influence in the United States? 

Mr. Harding. I think the influence and importance of foundations 
has increased in the United States. 

The Chairman. Would you agree that the kind of routine charter- 
ing followed in most States is not likely to bring out basic facts which 
should be known before a charter is granted ? 

Mr. Harding. I think that is a possibility, yes, Mr. Chairman. 

The Chairman. Would you agree that the chartering process does 
not provide protection beyond the initial step in the establishing of a 
foundation? 

Mr. Harding. To the extent that the state does not police those 
charters, yes, sir. 

The Chairman. W ould you agree that, in some states, the attorney 
general is charged with the inspection duties, but usually the statute 
charging him with that responsibility is without administrative pro- 
visions ? 

Mr. Harding. I believe that is generally correct, Mr. Chairman. 

The Chairman. Would you agree that the regulatory machinery 
applicable to charitable trusts in such that the protection of equity 
of trusts is more potential than real ? 
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£ or^^Sd"* that similar enfo = t dificul- 
ties in the states exist with respect to charitable corporations . 

Mr Harding. Yes, Mr. Chairman. 

The Chairman. Would you agree that the prevailing state statutes 
with respect to charitable trusts and charitable corporations do not 

^ L Mr' 'ilAEDiNG. I think this is true, Mr. Chairman. . 

The Chairman. Would you agree that, in most cases foundations 

do not have parties with adverse interests ]>ulicmg SoSfS the bme 
foundation trustees are handling a donor’s contributontor the bene 
fit of unnamed future beneficiaries who are m no position to claim 
(leim<i£>’cs or to seek i n j uiictive relief ? 
lVfr Harding, Yos^Mr. Chairman. . . „ « ■» ,* 

The Chairman. Would you agree that the principal of a founda 
needs to be protected against malfeasance, nonfeasance, and incom- 
petence on the part of trustees ? 

Mr Harding. Yes, Mr. Chairman. 1 , 

The Chairman. Would you agree that— since grante i have becom 
n form of miblic funds through tax exemption and deductibility— it is 
not an invasion of sacroscant private areas to impose penalties for 

_ . . »i • i o 


fi ^r ^AEMNG? 1 ? thiiW that would be a matter to be left to the states, 
Mr. Chairman. But as a personal opinion, I would agree with you, 

SU The Chairman. Would you agree that new standards may be^ needed 
to insure responsible management of the principal funds of found 

Mr" Harding. State standards, Mr. Chairman? , l 

The Chairman. No; would you agree that new Federal standards 
may bo needed to insure responsible management of principal funds 

° f M°r U1 Hato. I think that is a tax policy question Mr Chairman 
The Chairman Would you agree that an area that needs attentio: 
involves ^situation in whiSh a foundation may be utilizing high pro- 
Sons of its income-and possibly its principal-in wasteful ways 
X as in overhead expenses? This situation may arise where the 
foundation dispenses or directly utilizes only a small proportion 

available funds to achieve its stated purposes, no 

high proportion for running the foundation. Ihus there may be no 

tlrnt to change that situa- 

“ TheCnA^*^ Od you"“at tome guidelines are required 
wiftr^t to percentage If funds that should be dtsbursed by foun- 

d Well, Mr. Chairman, this gets back to this rule of 

^The Chairman Yes, we talked about it the other day. 

Mr Harding. N I would like to point out, s r, as I perhaps should 
have pointed out at the time you asked me the question in prc\ 
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SSoSle^B In'Tl “V situations where a foundation, a perfectly 
SH" foundation, is attempting to accumulate an amount 
ox tunas tor the purpose of doing a specific job. 

accumulation th ? P° sit f a that they could not make that 

somethW of tei’J a to , endow a seat m a university or 

vZ I hlk ■ ™ J ^ a Vlgld Vuh of thumb fOT each and every 
Sons hi J s counS^ ^ % ° lng m F*‘ t mjUStice to Stable opera 

rule of ttomroTSsort ™ ' Kn *“ aW * ** 

mentioned AI Tn A mi ®i Ub]eCt to °?^ in exceptions such as you 

--S 1 • • ei ' T° rdS) y - OU could llave some flexibility there 

that would perm i t it under certain conditions. ' 

agree wi thy ou? Wlthin reasonahle « T0UTld , Mr. Chairman, I would 

The Chairman. Would you agree that one of the steps to guard 
P otentl al abuse in . tbe area of wasteful expenditures could be 
(1) more complete reporting to the IRS of expenses properly c lassi- 

ciiteria Iot tWHio^f a n dlt ^ ld ® lmes ’ and W the development of 
pritfe pom£s? all »™ bl » «P»»» to total outgo, with appro- 

Mr. Harding. Mr. Chairman, it is always difficult, not only in this 
area but m the entire tax field, to determine how much of I burden 

you put on each and every taxpayer in terms of reporting-. 

in Canada— ^ mdividual mi §' hfc be required to submit, as they do 
The Chairman. But these are not taxpayers. 

Mr. Harding 1 realize that, but I am talking about a matter of 
general principle on reporting versus audit examination. We want 
lough information to disclose to us where an organization needs 
examination and yet not burden all the taxpayers with over reporting 

Pr ° blem 0tb f “ ttees bd the Congress are concerned 
about the paper work burden that we impose on taxpayers generally 

Th SuZv W realize that there are two sides to that question! 

I he Chairman. Well, as it applies to taxpayers, I think your com- 
ments are justified and worthwhile. But, it occurs to me that there 
is a big difference between taxpayers and tax exempt foundations 
which pay no taxes. I feel that you should not hesitate to require 

pr“SaTpnblk!S« e ^ » b necessary to 

. ff ARr) iNG. Sir, I do not think we should hesitate to require the 

information, we need from any entity, be it tax paying ornon-tax 
paying. It is a question of judgment as to where you leave off in the 

and Start ^ 011 audit examination 
J. Ho Chairman. M ould you agree that the possibility exists that 

seEed 0O “ 1 ' i “ fonndl ' tio ” to exert influence in a field 

Mr. Harding. Yes, Mr. Chairman. 

conti.?wm IR3 t AN ‘ W ° U j d you a « ree that tb6 re is ample evidence that 
t I i u" /l n6 don °r-con troll ed foundation to another found- 

d m by tbe si r don ”: are bein g use fl as a device for avoid- 

mg unreasonable accumulation of income ? 

Mr. Harding. I think that possibility exists. 
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The Chairman. Would you agree there should be a Prohibition 
against contributions from one donor-controlled foundation to an- 
other foundation controlled by the same donor ._ p| . 

Mr Har ding. I think that is a possibility, Mr. Chairman. 

The Chairman. Would you agree that a penetrating review of every 

application for tax exemption is needed ? 

Mr. Harding. Yes, Mr. Chairman. . . , , . 

The Chairman. Would you agree that a national registry o falUax 
exempt foundations should be published annually, including their 

names and addresses ? . n v™ 1mm 

Mr. Harding. Mr. Chairman, we are in the process, as i you knc > , 

of accumulating a national registry on electronic tape. Its publica- 
tion is perhaps another problem. I am not altogether sure that this 
would be an economic expenditure of the public funds, to publish such 
a large document, including names and addresses. 

The Chairman. It would be rendering a public service, of course. 
What is your latest estimate on the number of foundations . 

Mr. Harding. Approximately 15,000, Mr. Chairman. 

The Chairman. What is that estimate based on . . 

Mr. Harding. Primarily based upon the Foundation Libraries esti- 

“The Chairman. That is the Foundation Library Center of New 

Y Mr ' Harding. Yes, sir. We have not, as you know, an accepted 
definition of “foundation,” which causes our difficulty m making a 

b^heCHAiRMAN. Well, I would look at that very closely Would you 
agree that the tax returns of foundations should require ™liti cal 
amount spent for instigating or promoting legislative or political 
activities, or amounts paid to other organizations for that purpose . 

Mr. Harding. Possibly, Mr. Chairman. , , , 

The Chairman. ‘Would you agree that foundation tax returns should 
likewise require disclosure of amounts spent for television, radio, and 
newspaper advertising ? 

Mr Harding. Possibly, Mr. CnRirman. 

The Chairman. I am going to ask you, Mr. Harding, some questions 
involving the merger of the Delaware Steeplechase and Pace Asso- 
ciation and Delaware Park, Incorporated. If you do not know the 
answers, you may submit them for this hearing record. 

Do you know anything about this merger s 

Mr. Harding. No, Mr. Chairman. . , 1QM n 

The Chairman. Mr. Harding, I understand that m August 1963 a 
cornoration merger involving the Delaware Steeplechase and Pace 
Association, the organization which conducts the Delaware Park horse 
racing, and a subsidiary corporation, Deleware Park, Incorporated, 
was effected. Are you familiar with this merger < 

Mr. Harding. No, sir, I am not. ■ ■ , , 

The Chairman. At the time of this merger, it was reported that t us 
new corporation “will bo in a tax-free status granted m January 1962 
by the Internal Revenue Service.” 

' Has federal tax exempt status been granted to this new corporation 
and if so, from what date ? 
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Mr. Harding. We will supply that for the record. 

(F ollowing is the information submitted by the IRS, under date 
of October 2, 1964.) 


The newspaper article was misleading. Our Wilmington District 
Office, which was aware of this entire matter, advises the facts are : 

Delaware Parks, Inc., was incorporated as a nonprofit organiza- 
tion on January 10, 1961. It was granted exempt status as of 
that date by the Wilmington District in January 1962. During the 
years 1962 and 1963 it was given 1,390 shares of Delaware Steeple- 
chase and Race Association stock by various donors. At that time 
Delaware Steeplechase’s outstanding stock totaled 1,519 shares. 
Therefore, over 91 percent of Steeplechase stock was owned by 
Delaware Parks, Inc. 

Delaware Racing Association was incorporated as a taxable cor- 
fK* ra lion on September 11, 1962. It was relatively inactive until 
July 23, 1963, at which time the 1,390 shares of Delaware Steeple- 
chase stock were transferred to it by Delaware Parks. Delaware 
Racing Association then merged Delaware Steeplechase into itself 
and, on the same day, issued 1,390 shares of its own stock to Dela- 
ware Parks. So actually, Delaware Parks exchanged stock of Dela- 
ware Steeplechase (a taxable corporation) for stock of Delaware 
Racing Association (also a taxable corporation) and, by this ex- 
change, became sole owner of Delaware Racing Association. 

Delaware Racing Association now owns the track property and 
orates races in that area. This corporation filed a taxable Form 
1120 for its initial period, from September 11, 1962 to July 31, 1963. 
During thus period the organization was engaged in limited activity 
^ ax Ability. A return for the fiscal year ended July 31, 
October 15, 1964, will reflect taxable race track operations 
for 1964 and will, of course, be subject to examination. 

I be Chairman. If the merger of these two corporations took place 
Reported in the Wilmington, Delaware Morning News of August 2, 
lJoo, what legal provisions authorize the IRS to grant tax exempt 
.stains retroactively to January 1962, 18 months after the merger? 

Mr. Harding. The same response, Mr. Chairman. 

(Following is the information submitted by the IRS, under date of 
October 2, 1964.) 


Delaware Parks, Inc., was not a party to the merger of the two taxable 
entities (Delaware Steeplechase and Race Association, and Delaware 
Racing Association). Again, the newspaper article is verv misleading 
Delaware Parks was incorporated as a nonprofit organization on Jan- 
nary 10, 1961, and was granted exempt status on January 26 1962 
When exempt status is granted, it is normally made retroactive to the 
date of incorporation. 


The Chairman. Does the new corporation hold stock ownership in 
any other industrial or commercial enterprise such as the du Pont 
Company or any of its subsidiaries and if so, how much ? 

Mr. Harding. Same response. 

4 he Chairman. I on will supply that to us ? 

Mr Harding. Yes, sir, to the extent that this information is avail- 
able to us. 

(Following is the information submitted by the IRS, under date of 
October 2, 1964.) 


The Form 990- A return of Delaware Parks, Inc. (the exempt organi- 
zation), for the calendar year 1963 lists only the 1,399 shares of Dela- 
ware Racing Association stock held, at a value of $2,126,700. Delaware 
Racing Association is a taxable corporation : therefore, its stock holdings 
are not a matter of public record. 
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The Chairman. Are any officers and directors of the newly merged 
corporation also officers and directors of the dn Pont Company or any 
of their subsidiaries, including the Delaware Realty Investment Com- 
pany, Christiana Securities Company, or du Pont foundations such as 
the Longwood Foundation, Incorporated, and the Winterthur Cor- 
poration ? If so who are they and on what boards do they sit ? 

Mr. Harding. To the extent that it is available, we shall supply it. 

(Following is the information submitted by the IRS, under date of 
October 2, 1964.) 

Neither the Service flies nor the returns of Delaware Parks, Inc. or 
Delaware Racing Association reflect this information. 

The Chairman. Based on our studies, would you agree that the 
accounting practices used by foundations are diverse and totally 
inadequate ? 

Mr. Harding. Mr. Chairman, I am sure that all organizations can 
improve their accounting practices. I think that the major informa- 
tion that I have gotten from your studies related to their activities 
rather than to their accounting practices, however. There have been 
some examples of inadequate accounting which you have pointed out, 
but this is not peculiar with exempt organizations. 

The Chairman. So it is the activities rather than accounting? 

Mr. Harding. I think this is the general thrust of your study, Mr. 
Chairman. 

The Chairman. Would you agree that it is important to classify 
foundations for policy-making purposes ? 

Mr. Harding. I do not believe I understand the question, sir. 

The Chairman. Would you agree that it is important to classify 
foundations for policy-making purposes ? 

Mr. Harding. You mean foundations as distinguished from all 
other tax-exempt organizations ? 

The Chairman. No, in other words, types of foundations — classify 
them according to types. 

Mr. Harding. I am not sure, Mr. Chairman, that that would serve 
any particular tax purpose. There may be some other public purposes 
that would be served by such classification. 

The Chairman. You do not think, then, that that is necessarily 
important ? 

Mr. Harding. It has not been brought to my attention that this 
would be of value to us. 

The Chairman. Are you sending out questionnaires now dealing 
with that subject ? 

Mr. Harding. No, sir, not to my knowledge. We are getting in- 
formation on the foundations. 

The Chairman. For what purpose are you collecting that informa- 
tion, Mr. Harding ? 

Mr. Harding. Well, you are referring to the Treasury survey, Mr. 
Chairman? 

The Chairman. Yes. 

Mr. Harding. This is for legislative purposes. 

The Chairman. For legislative purposes ? 

Mr. Harding. Yes, sir. 

The Chairman. Has the IRS sent out questionnaires, too? 
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Mr. Harding. The IRS is sending out questionnaires, Mr. Chair- 
man, primarily for the purpose of accumulating the status of all tax- 
exempt organizations in order to put on electronic tape. 

The Chairman. Not for purposes of classification? 

Mr. Harding. Not to my knowledge, sir. 

(Following is additional information on this subject, furnished by 
Acting Commissioner Harding under date of September 16, 1964.) 

Daring tlie months of July and August 1964 the Internal Revenue 
Service circulated Form M-0284 to all exempt organizations filing re- 
turns on Form 990-A. The purpose of the questionnaire was to obtain 
current information preparatory to converting Service records to auto- 
matic data processing. Question 9 on page 3 of the form requires 
exempt foundations to indicate whether they are “private” or “public”. 

For this purpose, the instructions define a private foundation as “. . . 
one organized by an individual, a family, or a corporate or other busi- 
ness undertaking which is substantially supported by such parties”. 

A public foundation is defined as “. . . one supported primarily by con- 
tributions from, the general public or governmental bodies. 

The Chairman. Would you recommend differentiation of treatment 
of the various classes of foundations? 

Mr. Harding. I am afraid that would be a legislative matter, Mr. 
Chairman. 

The Chairman. Am I correct in my understanding that the Treas- 
ury has started a program to classify foundations so that it knows the 
number of community foundations, company-sponsored foundations, 
family foundations, etc. 

Mr. Harding. If this is so, Mr. Chairman, it has escaped my notice. 

The Chairman. You do not have any knowledge of it? 

Mr. Harding. No, sir. 

The Chairman. That is all the questions we have, Mr. Harding, 
but we want to confer with you gentlemen. If it is all right, we will 
do that down in my office, Room 1136. Will that he satisfactory? 

Mr. Harding. We shall be very pleased to. 

The Chairman. Thank you very much for your attendance. Al- 
though we might continue at a later date, we will discontinue for the 
present— we will bring this session to an end. 

Thank you very much. 

Mr. Harding. It was a very educational experience for the Internal 
Revenue Service. 

Mr. Chairman. And you have been very helpful. Thank you, sir. 

(Whereupon at ‘2 :25 p.m., September 4, 1964, the subcommittee was 
adjourned.) 
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Exhibit 3 

DUKE ENDOWMENT, CHARLOTTE, NORTH CAROLINA 

Compensation of Officers, Etc. (1963) 

Trustees : 

Fees paid In accordance with the terms of the 
Trust Indenture and at the rate stated therein : 

Norman A. Cocke , $29, 911. 5ft ■ 

Wilburt 0. Davison 29, 911. 56 

Doris Duke 29, 911. 56 

Benjamin F. Few 29, 911. 56 

Bennette E. Geer 29, 911. 56 

Philip B. Heartt 29,911.66 

Thomas F. Hill 29, 911. 56 

Amos R. Kearns 29, 911. 56 

Thomas L. Perkins 29, 911. 56 

Marshall I. Pickens 29, 911. 56 

R. Grady Jtankin 29,911.56 

Watson M. Rankin 29, 911. 56 

William S. O’B. Robinson, Jr 29,911.56 

Mary D. B. T. Semans 29, 911. 56 

Kenneth G. Towe 29, 911. 56 

$448, 673. 40 

Officers — All of whom are full-time employees : 

Marshall 1. Pickens, Secretary 36, 009. 00 

Richard B. Henney, Treasurer 20, 333. 33 

•Tames R. Felts, ,Tr., Assistant Secretary 16, 437. 82 

Catherine D. Horrigan, Assistant Secretary 8, 756. 41 

John H. Boeckmann, Assistant Treasurer 15, 891. 02 

John F. Day, Assistant Treasurer 13, 621. 79 

Ill, 040. 37 


559, 713. 77 
299 


Approved For Release 2004/04/08 : CIA-RDP67B00446R000300020094-4 



Approved For Release 2004/04/08 : CIA-RDP67B00446R000300020094-4 


Exhibit 4 

ALFRED P. SLOAN FOUNDATION, NEW YORK CITY 

Compensation of Officers, Etc. (1963) 

Expense 

Compensation ellowan 

Everett N. Case, President, Pull time $46, 731 $1, 799 

Arnold J. Zureher, Executive Director and Vice-President — 

Pull time 37,917 3,226 

Larkin H. Farlnholt, Vice President — Pull time 26, 000 4, 634 

Warren Weaver, Vice President — Part time 20, 000 3, 032 

James F. Kenney, Secretary and Treasurer — Full time 27, 083 None 

Claire S. Armstrong, Assistant Treasurer — Full time 13, 542 None 

Muriel Gaines, Assistant Secretary — Pull time 10, 833 None 


Total 182, 106 12, 691 
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Exhibit 5 

ROCKEFELLER BROTHERS FUND, INC., NEW YORK CITY 


Compensation of Officers, Etc. (1963) 

Time devoted 
to position Salary 


Dana S. Creel, Director 

John E. Lockwood, Counsel 

Robert C. Bates, Secretary 

Daniel M. Brosnan, Assistant Treasurer 

Portion 

- __do 

_-do 

--do 

$25, 000 
10, 000 
14, 000 
11, 500 

Total 


60, 500 
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Exhibit 6 

LEONARD C. HANNA, JR., FUND, CLEVELAND, OHIO 

Compensation of Officers and Trustees 


Officer or trustee 
John C. Virden, Trustee-. 


Harold T. Clark, President and 
Trustee. 


Lewis B. Williams, Vice President, 
Treasurer and Trustee. 


M. J. Reigcrt, Secretary and Assistant 
Treasurer. 


Period 

(fiscal years ending ) 

Compensation 

Time s 4 

Sept. 1, 1958, 
through 
Aug. 31, 1962. 

$161, 643. 43 

Part t: 

Sept. 1, 1962, 
through 

Jan. 18, 1963. 

0) 

Do. 

Sept. 1, 1958, 
through 
Aug. 31, 962. 

201, 393. 43 

Do. 

Sept. 1, 1962, 
through 

Jan. 18, 1963, 

0) 

Do. 

Sept. 1, 1958, 
through 

Aug. 31, 1962. 

207, 893. 43 

Do. 

Sept. 1, 1962. 

through 

Jan. 18, 1963. 

0) 

Do. 

Sept. 1, 1958, 
through 

Aug. 31, 1962. 

38, 661. 66 

Do. 

Sept. 1, 1962, 
through 

Aug. 18, 1963. 

0) 

Do. 


. - UJI, UtJ 

Compensation for period of 9/1/62-1/18/63.. 1 103, 395. 00 

Total 712, 986. 95 


1 This is the period of final liquidation of the Hanna Fund. Although the Fund 
filed a tax return for this period, it failed to report details of compensation of 
officers and trustees. Such details, which are required by Treasury regulations, 
include the name of the officer or trustee, position, time devoted to position, salary, 
and expense account allowance. Nor have we as yet received such details from 
the Fund despite three requests, the first one dated January 25, 1964 

The tax return for the period of September 1, 1962, through January 18, 1963, 
indicates that $103,395 was paid to officers and trustees during this short period 
of 4 y 2 months. 
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Exhibit 7 


THE ROBERT A- WELCH FOUNDATION, HOUSTON, TEXAS 


Compensation of Officers, Directors , 1 Trustees, Etc. ( fiscal year ending August SI, 

1962 ) 

Time 
devoted to 

Name Position business Compensation 


Daniel R. Bullard 

Wilfred T. Doherty. . 

Jesse Andrews 

Lester Settcgast 

Roger J. Wolfe 

Robert E. Wise 


Trustee and President 

Part 

$20, 800. 00 

Trustee and Vice-President 

.. _do 

20, 800. 00 


-_do 

6, 250. 00 


_do 

15, 600. 00 


...do 

4, 239. 00 

Secretary and Treasurer.- .. . 

__do 

5, 720. 00 


73,409. 00 
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Exhibit 8 

LILLY ENDOWMENT, INCORPORATED, 

INDIANA 

Compensation of Officers (1963) 


Name Position 

John S. Lynn Secretary, General Manager. _ 

Director for Community Serv- 
ices. 

G. Harold Duling Director for Religion 


Kenneth S. Templeton, Director for Education 

Jr. 


Total 

804 


INDIANAPOLIS, 

Time devoted Compensation 

Entire $30, 000. 00 

..do 18,149.94 

_.do 18, 749. 94 

66,899.88 
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Exhibit 9 

THE FORD FOUNDATION, NEW YORK CITY 

Compensation of Officers, Etc., for the Year Ended September SO, 1983 
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Exhibit 11 

W. K. KELLOGG FOUNDATION, BATTLE CREEK, 
MICHIGAN 


Compensation of officers, year ended August 31, 1963 


Name 

Officers : 

Emory W. Morris. 


Glenn A. Cross 

Leonard L. White. 


Orville L. DeBolt. 


Directors None. 
Trustees : 

Philip E. Black- 
erby. 

W. P. Butler* 

Glenn A. Cross 

Neva M. Kaga- 
master.* 
Matthew R. 
Kinde.* 

Emory W. Morris. 
Richard E. 
Pritchard.* 

Lyle C. Roll 

John O. Snook 

E. Gifford Up- 
john.* 

Henry E. 

Vaughan. 

Bessie Rogers 
Young.* 
Kenneth V. 
Zwiener. 

Finance Committee: 

Glenn A. Cross 

Orville L. DeBolt. 
Emory W. Morris. 
Richard E. 
Pritchard.* 

Lyle G. Roll 

John O. Snook* __ 


Title 

President and 
General 
Director. 

Vice President. 

Secretary and 
Assistant 
Treasurer. 

Treasurer and 
Assistant 
Secretary, 


Chairman 

Secretary. 

Member.. 

Member.. 

Member.. 

Member.. 


See footnotes on following page. 


Time devoted 
to position Honor aria 

Salary 

Expense 
account 
allowance 1 

90% 

13 $70, 000 

$3, 490 

( 3 ) 




100% 44 15, 250 " 764 


100% 1 5 15, 450 787 


( 2 ) 

( 2 ) 

( 3 ) 

( 2 ) 

( 2 ) 

( 2 ) 

( 2 ) 

( 2 ) 

( 2 ) 

( 2 ) 

( 2 ) 

( 2 ) 

( 2 ) 


( 3 ) 

( n ) 

( n ) 

( 12 ) 


(- 12 ) 

<“) 


$120 4 15 24, 500 1, 710 

80 

120 ... 

40 5 15 11, 688 

80 6 15 21, 250 

0 ... .. 

20 

110 


120 

( 7 ) 

( 8 ) 


40 

20 

110 

P) 

198 

10 



90 

(1°) 



160 


(18) 

— 


64 

141 

940 

158, 138 
940 

7, 334 


159, 078 
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*Mr. Butler died May 27, 1963. 

Miss Kagamaster elected an Honorary Trustee for one year through Decem- 
ber 17, 1962. 1n „„ 

Dr. Kindc olectedlan Honorary Trustee for one year through December 16, 1963. 

Mr. Pritchard died November 13, 1962. 

Mr. Snook appointed December 17, 1962. 

Dr. Upjohn appointed a Trustee May 20, 1963. 

Mrs. Young is an Honorary Trustee. 

1 The Foundation does not provide “Expense Account Allowances. Instead, 
it reimburses for actual expenses incurred in connection with necessary and 
approved travel providing such expenses are considered by the Foundation s 
General Director and the Foundation’s Controller to be reasonable. Expenses 
listed are thus “reimbursed expenses” rather than “allowances.” 

2 The Trustees met in Battle Creek twelve times, namely the third Monday of 

each month. Approximately one week prior to each mooting the Secretary of the 
Foundation mailed to each Trustee extensive reports for review prior to the meet- 
ing. These comprised by-monthly and annual reports of the officers of the 
Foundation, an annual report on each program and project being assisted by the 
Foundation during the year, bi-monthly requests for new appropriations, and 
annual requests for appropriations and approval of payments on activities pro- 
jected for the ensuing fiscal year. Each month it is necessary for each trustee 
to devote several hours to the review of these materials in order to exercise proper 
judgment on matters to be considered by the Trustees at each of their meetings. 
Advance preparation, travel and the meeting, itself, would consume two to three 
days monthly, or 24 to 36 days per year. , , „. „ 

3 Mr Cross is a Trustee, Vice President, and Chairman of the Finance Com- 

mittee of the W. K. Kellog Foundation. He is also a Co-Trustee of the W. K. 
Kellog Foundation Trust. It is estimated that he devotes approximately 10% 
of his time to the assumption of these several responsibilities in behalf of the 
Foundation and the Trust. , _. , _ ..... 

4 $% 4,600 paid to Dr. Blackerby as Associate General Director of the I 1 oundation 
and as Director of the Foundation’s Division of Dentistry . _ Dr. Blackerby de- 
votes 100% of his time as an employee including his Trusteeship. 

5 $ 11,688 paid to Miss Kagamaster as Controller of the Foundation. Miss 
Kagamaster was a full-time Foundation employee until her retirement on July 31, 

1,260 paid to Dr. Kinde who, as a full-time employee, is Director of the 
Foundation’s Division of Medicine and Public Health. 

7 Mr. Snook is also retained as the Foundation’s legal counsel. $3,500 was paid 
in fees and $342.28 for travel and expenses for legal services of the firm of Con- 
cannon, Dillon, Snook & Morton, of which Mr. Snook is senior partner. 

8 $360 was paid as a consultant to the Foundation’s General Director., _ 

9 $1,440 was paid as a consultant to tho Foundation’s Division of Medicine and 

Public Health, , . 

10 $810 was paid as a financial consultant and for investment counsel. 

11 This function is considered a part of Mr. DcBolt’s responsibilities as Treasurer 
of the Foundation, Dr. Morris’ responsibilities as President and General Director 
and Mr. Snook’s responsibilities as the Foundation’s legal counsel. _ , 

12 Four one-day meetings of the Finance Committee were held during the year. 
Innumerable telephone conferences were held to consider investment purchases 

and sale? . . , , , . . 

13 plus 7% of salary contributed to retirement-savings fund and $55,UOU to a 


reserve fund for retirement. 

14 Plus 5% of salary contributed to retirement-savings fund. 

« Plus 7% of salary contributed to retirement-savings fund. 

16 $180 was paid as a financial consultant and for investment counsel. 
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Exhibit 12 

U.S. Treasury Department, 
Commissioner or Internal Revenue, 

Washington , D.G., December 3, 1964- 

Honorable Wright Patman, 

Chairman , Subcommittee Foundation Study , Select Committee on 
Small Business , Room 1136 , Rouse Office Building , Washing- 
ton , D.C. 

Dear Mr. Patman : At our meeting in your office on November 19, 
you asked to be advised as to the anticipated completion dates of Serv- 
ice audits of the Baird and Lansing Foundations, the J. M. Kaplan 
Fund, Inc., and the Leonard C. Hanna, Jr., Fund. 

We have reviewed the status of these audits with our field offices 
and, in light of the remaining work to be done, we anticipate com- 
pletion as follows : 


1. Baird and Lansing Foundations June 30, 1965 

2. J. M. Kaplan Fund, Inc July 31, 1965 

3. Leonard O. Hanna, Jr., Fund Feb. 28, 1965 


It should be understood that the above dates refer only to completion 
of the field audit work. 

As you know, these cases involve a substantial number of complex 
transactions, covering a number of years. Further, because of the 
interrelation of individuals and corporations, the returns of certain 
other taxpayers are under examination. For example, the Baird- 
Lansing inquiry alone now covers the activities of some 20 separate 
entities. 

Accordingly, in light of the procedural rules for dealing with issues 
raised in the audit of returns, including rights of appeal available to 
these organizations and related taxpayers, final determinations as to 
the status of these cases will be considerably beyond the dates listed 
for completion of the field audits. I do not believe it would serve any 
useful purpose at this time to venture, even an estimate, as to these 
dates. 

Every effort is being made, however, to expedite conclusion of the 
Service’s examinations. The audits are being carried out by teams 
of experienced Internal Revenue agents, working under the direction 
of team captains carefully selected for their knowledge in these special- 
ized areas of tax law administration. The District Directors respon- 
sible are actively following the day-to-day progress being made. 
Status reports are being furnished the National Office on a monthly 
basis and are being carefully evaluated here, and we are consulting 
with field officials where this appears necessary or desirable. 

Please be assured these efforts will continue until these cases are 
effectively concluded. 

Sincerely, 

Bertrand M. Harding, 

Acting Commissioner. 
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Exhibit 15 


U.S. Treasury Department, 

Internal Revenue Service, 

District Director, 

TT . . , New York, N.T., March 29, 1957. 

V la registered mail. 

J. M. Kaplan Fund, Inc. 

56 Fif th Avenue, 

New York, N.Y. 

(Attention : Mr. J. M. Kaplan, President) . 

Gentlemen : An examination of the activities of your organization 
as disclosed by Forms 990-A filed by your organization for the calen- 
dar years 1947, 1949, 1950, 1951, 1952, 1953, 1954, 1955 and a detailed 
examination of the books, minutes, correspondence and other related 
data for the year 1953 discloses the following: 

I. The J. M. Kaplan Fund, Inc. was organized on December 2G, 
1944, under the laws of the State of Delaware as a non-profit Member- 
ship Corporation for the purpose of receiving contributions and mak- 
ing donations to charitable and educational organizations. 

Income tax exemption was granted to the Fund as a charitable and 
educational organization under section 101(6) of the 1939 Code by 
Commissioner’s letter dated June 6, 1946. 

II. The following substantial contributions were made to the Fund 
in the years under examination : 


1944-1945. 

1949 

1953 


$1, 015, 312. 50 
435, 000. 00 
984, 001. 00 


(a) On December 26, 1944, and during the first year of the Fund’s 
operation there was donated by the National Grape Corporation (a 
wholly owned company of Mr. J. M. Kaplan), the following: 


Promissory Note of Mr. J. M. Kaplan $720, 000. 00 

Boot value of 17,500 stares of common stock of Vertientes 

Caviaquery Sugar Company 45, 547, 50 

Appreciated value of above 249^ 795! 00 


$1, 015, 312. 50 

The note of $720,000 is unsecured and bears the signature of Mr. 
Kaplan, as maker. The note was issued for money advanced to Mr. 
Kaplan by and was payable to the order of National Grape Corpora- 
tion. On December 26, 1944 the note was contributed to the J. M. 
Kaplan Fund, Inc. 
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The instrument is non-interest bearing, has no date of maturity, and 
is payable upon the death of Mr. Kaplan. The contribution of the 
note to the J. M. Kaplan Fund, Inc. was made to the Fund subject to 

the following conditions : „ . , , f . 

(11 The note is to revert to National Grape Corporation (see letter 
of National Grape Corporation dated December 26, 1941) in the event 
that upon the death of Mr. Kaplan his net estate, after the payment ot 
all debts, taxes, funeral expenses, expenses of administration and after 
the deduction of the value of all residences and personal and household 
effects and all debts owing to him by his relatives does not equal or ex- 
ceed the sum of $2,100,000. , , ., 

(2) The note is to be held until the death of Mr. Kaplan, and there- 
after until same shall be paid, and shall not be assigned or transferred 

• . -• . .. _ .1* AT a 4 ~ ^ "1 -V-V/-V 


alter until same snail uw ***■<»** . — » — 

without the consent of N ational Grape Corporation. 

As at March 1, 1945, National Grape Corporation was succeeded by 
Navajo Corporation, (as a result of a non-taxable reorganization), 
and the assets and liabilities were transferred to the latter corporation. 
National Grape reflected a deficit of $1,113,282 65 

eluded in the deficit was the charge against surplus oj $720,00° ar-ising 
from the transfer of the note by National Grape to the J. M. Kaplan 
Fund, Inc. No deduction was claimed or allowed for the contribution 

0f At e the t end of the fiscal year, February 28, 1945, by virtue of the 
transfer of the promissory note, the books and records ot the JN ational 
Grape Corporation indicated that Mr. Kaplan did not owe the corpora- 

tl °(b) a ^n 1 August 25, 1949, Navajo Corporation (successor of National 
Grape Corporation) donated real estate located at 675 Sixth Avenue 
to the J. M. Kaplan Fund, Inc., having a stated *P£00,000 

and subject to a mortgage of $800,000. The difference of $400,000 was 
originally claimed as a contribution by Navajo Corporation. In a 
subsequent tax examination of Navajo Corporation by the Internal 
Bevenue Service the value of the real estate was fixed at $900,000, and 
the claimed contribution was reduced by $300,000. The result of this 
adjustment was to increase the surplus accxiunt of Navajo Corporation 
and its subsidiaries as at February 28, 1950 by $300,000. 

(c) In 1953, the Fund received contributions amounting to $984,001 

from the following donors : 

Neville Corporation ^ 

Jemkap, Inc ’ 

J. M. Kaplan 

Total 984, 001 

The amount of $967,000 represents a promissory note made payable 
to Jemkap, Inc. by Mr. J. M. Kaplan. The note is payable upon Mr. 
Kaplan’s death and is without interest. The instrument was given to 
Jemkap, Inc. in satisfaction of monies advanced m 1952 to Mr. J. M. 
Kaplan by Jemkap, Inc. and these advances were reflected on the books 
of Jemkap, Inc, during the fiscal year ended February 23, 1953. 
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Analysis of the consolidated surplus account for the year ended Feb- 
28, 1954 of Navajo Corporation and Jemkap, Inc., as shown on 
the books of the corporation and as adjusted are as follows : 


Surplus March 1, 1953 

Additions : 

J. M. Kaplan Notes Dated December 1, 
1944, and charged against Surplus in the 

Fiscal Year Ended February 28, 1945 

Over-Valuation of Real Property Donated 
in the Fiscal Year Ended February 28, 

1949 

Net Income 

Total Credits 

Debits : 

Dividends — Stock 

Contribution in Excess II 

Federal Income Taxes 

Loss on Sale of Mortgage — Sec. 24(b)(1) (a) _ _ 

Contributions not deductible 

Federal tax on original stock issue 

Total Debits 

Surplus — February 28, 1954 IIIIIII 


As stated 

$439, 609. 55 


yts corrected 
$439, 609. 55 


720, 000. 00 


300, 000. 00 

1, 143. 62 1, 143. 62 


440, 753. 17 

1, 460, 753. 17 

9, 000. 00 

9, 000. 00 

2, 700. 59 

2, 700. 59 

1, 419. 56 

I, 419. 56 

38, 850. 00 

38, 850. 00 

967, 000. 00 

967, 000. 00 

13. 32 

13. 32 


1, 018, 983. 47 1, 018, 983. 47 

(578,230.30) 441,769.70 


The surplus as adjusted amounting to $441,769.70 was arrived at 
by crediting the account with the following items previously charged 
off against surplus : 

. 0 ) Over- valuation of donation of real estate by Navajo Corpora- 
tmn m 1949, reflected originally as $400,000 and subsequently reduced 
to $100,000, leaving a difference of $300,000. 

(2) The promissory note amounting to $720,000 and donated to the 
bund by National Grape Corporation (predecessor of Navajo Corpo- 
ration) on December 26, 1944. 

This treatment of the $720,000 note is distinguishable from the 
treatment of the $967,000 note because of conditions attached to the 
former, specifically, the conditions restricting transfer and the possb 
bility of reversion if the net estate of Mr. Kaplan did not exceed 
$ 2 , 100 , 000 . 


Ordinarily charges against surplus by a corporation which donates 
part of its properties or assets to a charitable organization is proper 
when an unconditional grant is made. 

. instant case National Grape Corporation did not make an 

irrevocable grant to the J. M. Kaplan Fund, Inc. of the note for 
$720,000, but retained all the indices of ownership. What it gave 
was a remote future interest, subject also to the sole control by 5 the 
creator of the J . M. Kaplan Fund, Inc. and also subject to unforesee- 
able contingencies. 

Accordingly, since National Grape Corporation parted with nothing, 
there was no justification for the charge-off against surplus of $720,000 
and creating an even greater deficit than actually existed. 

On June 26, 1953, Mr. J. M. Kaplan also donated 567.51 shares of 
the common stock of Navajo Corporation. These securities are be in if 
carried on the books of the Fund at $1.00. 
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Acceptance of snch stock by the Fund was conditioned upon four 
(4) stipulations which are set forth in a letter, dated June. 26, 1953, 
signed by Mr. J. M. Kaplan, and accepted by Mr. Maurice Levin 
(brother of Mr. Kaplan) as Vice President of the J . M. Kaplan Fund, 
Inc. The transaction involved a contribution of the. entire common 
stock, issued and outstanding, subject to severe restrictions in trans- 
ferability, voting rights (which were retained by Mr. Kaplan) and 
preferential treatment of the entire outstanding preferred stock re- 
tained by Mr. Kaplan. Thus, what was contributed to the Fund 
represented rights of a very questionable, value. All of the incidents 
of ownership and control continued to reside in Mr. Kaplan. 

It was stated by Mr. Maurice Austin, a trustee of the Fund, and 
also the tax attorney of the Fund, that initially it had been Mr. Kap- 
lan’s intention to leave the bulk of his estate to the Fund. However, 
because of the provisions of the Decedent Estato Law of New York 
which provides that no person may leave more than half of his net 
estate to charity if he leaves surviving a spouse, child, or other de- 
scendant or parent, the Navajo common stock and the two notes were 
transferred in order to insure his estate a value of $9,000,000 upon 
his death (9,000 shares of Navajo preferred stock multiplied by $1,000) 
and also to effectuate charges against the estate in the form of the two 
notes, thereby circumventing the Decedent Estate Law. 

III. Analysis of the Forms 990-A, the books of the Fund, and other 
related data disclosed that extensive borrowing of moneys, to a large 
extent from affiliated companies controlled by Mr. J. M. Kaplan, had 
been made by the Fund in order to finance its manifold stock transac- 
tions. The practice has been, and continues to be, one of holding 
securities for short periods of time with repayment of indebtedness 
from the proceeds of sale. Following are three (3) tables analyzing 
certain financial transactions by year : 

(a) Loans and Advances. Payable — Tablet. 

( b ) Investment in Securities — Table 2. 

(c) Stock Transactions — Table 3. 


Year 

1947 . 

1949 . 

1950 . 

1951 . 

1952 . 

1953 . 

1954 . 

1955 . 


Table 1 . — Loans and Advances Payable 

As at December Si 

$ 75 , 000.00 


1 , 350 , 000 . 00 

1 , 000 , 000 . 00 

p474"205r39 
7 , 811 , 239 . 90 


Interrogation of Mr. Albert Arbor, an employee who handles the 
buying and selling of securities for the Fund, disclosed that the pur- 
poses of the loans were and are to enter into investment transactions 
by the Fund. All of these transactions are directed by Mr. Kaplan. 
As shown above the loan account was closed out at the end ox 19o3. 
During the year this account showed a number of exchanges between 
Jem Ivap, Inc. (a wholly-owned subsidiary of Navajo Corporation), 
and the Fund. Examination of the loan account during 1954 disclosed 
the same pattern of exchanges. 
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Table 2. — Investment in securities 


Year 

1947— 

1949 

1950 

1951 

1952 

1953 

1954 

1955 


As at January 1 

[ $856, 923. 38 
935, 118. 73 


726, 746. 91 
2, 600, 258. 71 
2, 370, 754. 02 

1, 183, 605. 30 

2, 917, 433. 05 


As at December SI 

$1, 081, 499. 37 


726, 746. 91 
2, 600, 258. 71 
2, 370, 754. 02 

1, 183, 605. 30 

2, 917, 433. 05 
9, 714, 120. 91 


Table 3. — Stock transactions 


Number of 


Year Sales 

1947 77 

1949 62 

1950 1 

1951... 132 

1952 30 

1953 21 

1954 37 

1955 46 


Totals 406 

Percent 100 


Sold Approx- 
imately Within 

One Year of Two Years of 

Acquisition Acquisition Prior 

44 33 - 

62 

1 . 

132 _ 

23 7 


15 5 1 

28 9 

45 1 


350 54 2 

86 13 1 


As shown above 86% of the stock acquired over the years by the 
Fund was sold within one year of acquisition. The effect of the 
financial transactions referred to above follows : 

(a) As at January 1, 1947 the Fund had completely turned over 
its portfolios and reflected an investment of $1,081,499.37 in non- 
governmental bonds. 

The net result of the above transactions resulted in a capital loss 
of $25,053.10. 

(b) As at January 1, 1949 the Fund had invested in corporate secu- 
rities the sum of $935,118.73. During the year, in the short period 
April 20, 1949 to May 3, 1949, the Fund sold its entire portfolio. As 
at December 31, 1949, Schedule A of Form 990-A showed a zero invest- 
ment in securities and an increase of $896,000 in Notes and Accounts 
Receivable. At the beginning of the year the latter account showed 
$731,000 in receivables, and as at December 31, 1949 the account showed 
$1,627,000 in receivables (which includes $720,000 represented by 
the note discussed above) . 

The net result of the security transactions recited above w r as a capital 
loss of $46,220.99. 

(c) As at January 1, 1950, the account, Notes and Accounts Receiv- 
able, showed a balance of $1,627,000. At December 31, 1950, the 
account showed a balance of $727,000. The decrease shown was $900,- 
000, which represents a repayment of loans outstanding, and the pro- 
ceeds were used to purchase securities to the extent of $726,746.91 on 
or about December 1 8, 1950. 

The transactions in 1949 and 1950 resulted in a decrease in invest- 
ment income (not including the capital loss of $46,220.99 incurred in 
1949) of approximately $110,500, computed as follows : 
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(1) Annualizing the dividends received in 1949, which amounted to 
$23,597.75 for the first quarter of 1949, a projected figure would be 
$96,000 ($24,000X4). The difference would be $72,000 ($96,000- 
$24,000) . 

(2) Using the annualized figure derived above, $96,000, and sub- 
tracting the interest received amounting to $57,550 in 1950, results m 

a difference of $38,450. . 

(3) Recapitulation of 1 and 2 above shows that investment income 
was decreased substantially because of the conversion of the portfolio 
in the short period April 20 to May 3, 1944, as follows : 

Decrease 1949 000 

Decrease 1950 °°> 450 

Total Decrease in Investment Income 110,450 

(d) As at January 1, 1951, the Fund had invested in corporate 
securities $726,746.91. As at December 31, 1951, Schedule A of Form 
990— A showed an increase in the portfolio of the organization amount- 
ing to $1,873,511.80, and the Fund had at that date an investment 
in marketable securities of $2,600,258.71. The increase m the port- 
folio was primarily attributable to the investment of monies borrowed 
from related corporations amounting to $1,350,000, and to a lesser ex- 
tent to capital gains of $356,822.75. An analysis. (as submitted) of 
the Loans Receivable Account of Jemkap, Inc., disclosed that at the 
end of the fiscal year, February 28, 1952, an indebtedness of $1,200,000 
was shown due from the J. M. Kaplan Fund, Inc. 

(e) As at January 1, 1952 the Fund had invested m corporate se- 

curities $2,600,258.71. As at December 31, 1952, the Fund had de- 
creased its portfolio by $229,504.69, leaving an investment as at De- 
cember 31, 1952 of $2,370,754.02. . AAn T 

During the year the loan payable amounting to $1,350,000 at J anuary 
1, 1952, was reduced by $350,000, primarily by utilizing the proceeds 

of securities sold^^ showed a capital gain of $402,184.83. The 

o-ain was primarily attributable to the sale of 113,901 shares of Pitts- 
burgh Steel Co. which was acquired in 1951 from corporations con- 
trolled by the creator of the Fund. _ . . 

As aforestated, the Fund had invested in securities as at Decem- 
ber 31, 1951, $2,600,258.71, of which amount $1 ; 773, 070.26 or approxi- 
mately 70% of the portfolio was invested in Pittsburgh Steel. 

The cashbook of the Fund for the month of April 1953 disclosed 
that $26,149.39 was paid to various attorneys for the purpose of con- 
ducting an investigation of the affairs of Pittsburgh Steel, because 
it was stated that the management of said company had been mis- 
managing its affairs to the detriment of the stockholders. 

Moody’s Industrial Manual, page 1433, 1955 edition, shows that 
during the years 1951, 1952 and 1953, no dividends on common stock 
were paid other than stock dividends. Stock dividends were paid as 
follows : 

2 percent In 1951. 

8 percent In 1952. 

8 percent in 1953. 
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Prior to 1951, no dividends, cash or stock, were paid by Pittsburgh 
oteel on its common stock. 

Forms 990-A for 1951, 1952, and 1953 shows that income from divi- 
dends decreased materially because of the investment practices of the 
managers of the Fund as shown below : 

Amount Decrease Based 
* ear Received on 1961 Income 

1951- - $48,335.00 

1952 21,392.86 $26,942.14 

1953 16,064.75 32,270.25 

Total Decrease 59 212. 39 

As aforestated, in 1951 the Fund borrowed $1,350,000 from its 
creators for the purpose of acquiring additional securities. As at the 
end of 1953 this indebtedness had been paid off from the proceeds of 
the sale of these assets. 

Notwithstanding the capital gains of $402,184.83 reflected in 1953, 
the portfolio of the Fund decreased by the end of 1953 in the amount of 
$787,148.72. As at January 1, 1953, the Fund had invested $2,370,- 
754.02 in securities. As at December 31, 1953, the Fund had invested 
m securities $1,183,605.30 and had made an advance of $400,000 to 
Etched Products Corporation. The latter transaction will be com- 
mented upon subsequently. 

From the foregoing it is clearly evident that the investment in Pitts- 
burgh Steel was made primarily for purposes of capital appreciation 
rather than for investment in income-providing property to be used for 
purposes specified in the exempting statutes. 

' Ja . nU!,r y 1) 1954, the Fund had invested in securities, 
$1,183,605.30. As at December 31. 1954 the Fund had invested 
^17,433.05, showing an increase in investments of $1,733,827.75. 

The increase was primarily attributable to an increase in borrowed 

r $1)474,205.79 and to a lesser extent to capital gains 

ox <p2o7,5 7 8.89. 

(h) As at January 1, 1955 the Fund had invested $2,917,433.05. As 
at December 31, 1955 the Fund had invested $9,631,553.96, showing an 
increase in investments of $6,714,120.91. 

The increase in the portfolio was primarily attributable to an in- 
crease in, and use of, borrowed funds amounting to $6,337,034.11, and 
to a lesser extent to capital gains and cash reserves. 

As noted above (Table 3) forty -five (45) securities were sold within 
one year of acquisition. Of this amount thirty-one (31) were acquired 
in 1955. Fifteen ( 15) were sold within one month or less from the date 
of acquisition. The balance of securities acquired in 1955, sixteen 
(16), were sold within six months of acquisition. In one case (A. G. 
Spalding Bros., stock) the Fund consummated a short sale. 

( 3 ) °4 the 1954 Code (corresponding to section 101 
(6) of the 1939 Code) describes certain organizations exempt from 
Federal income tax, and reads, in part, as follows : 

“Corporations, and any community chest, fund, or foundation, 
organized and operated exclusively for religious, charitable, scientific, 
testing for public safety, literary, or educational purposes, or for the 
prevention of cruelty to children or animals, no part of the net earn- 
ings of which inures to the benefit of any private shareholder or indi- 


Approved For Release 2004/04/08 : CIA-RDP67B00446R000300020094-4 



Approved For Release 2004/04/08 : CIA-RDP67B00446R000300020094-4 

TAX-EXEMPT FOUNDATIONS : IMPACT ON SMALL BUSINESS 325 


vidual, no substantial part of the activities of which is carrying on 
propaganda, or otherwise attempting, to influence legislation, * * 

In order to qualify for exemption an organization must show that it 
is both organized and operated exclusively for one or more of the 
specified purposes. 

A review of the facts, as set forth above, shows that the J. M. Kaplan 
Fund, Inc., is not operating exclusively within the specified purposes 
of section 501 (c) (3) of the 1954 Code (corresponding to section 101(6) 
of the 1939 Code), but is operating in the manner of an ordinary 
investment enterprise. 

It is the opinion of this office that where the security transactions 
and portfolio changes of ail organization are of the nature and of suf- 
ficient frequency to indicate that the organization is not being oper- 
ated for the purpose of acquiring property for bona fide investment 
purposes to be hold in good faith for the production of investment 
income, that it is not entitled to exemption. This is particularly true 
when : 

( 1 ) The bulk of the transactions are short term. 

(2) A substantial part of the investment in stocks are pur- 
chased anticipating capital gains, rather than for dividend in- 
come ; and the above are coupled with : 

(3) Extensive borrowings of funds for the purpose of enter- 
ing into speculative transactions; thereby 

(4) Jeopardizing the carrying out of the charitable, educa- 
tional, or other purpose or function constituting the basis for 
exemption. 

The J. M. Kaplan Fund, Inc. is clearly competing with others in 
the market place, and since the business is speculative the whole of the 
principal and profits may be wiped out. An organization, such as 
this one, which over the years engages in trade, business, or specula- 
tion, clearly does not come within the terms of the statute granting 
exemption from Federal income taxes. 

IV. In 1953, the Fund advanced $400,000 to the Etched Products 
Corporation in the following amounts : 


Date Amount 

December 14, 1953 $120, 000. 00 

December 16, 1953 170,714.84 

December 17, 1953 109, 285. 10 


Total 400, 000. 00 

The advances were secured by a second mortgage on realty and a 
chattel mortgage upon all the machinery, equipment, furniture and 
fixtures of Etched Products Corporation, together with any replace- 
ments, improvements, and subsequent acquisitions. 

Title to the stock of Etched Products Corporation, at the time the 
advances were made, was in the following individuals : 


Estate of Albert Nicrenberg. 

Theodore D. Nierenborg 

Felice T. Schwartz 

Others 


Class A Class B 

preferred preferred 

.... 37 



Common 
1, 245 
336 
330 
184 


Total 


32 259 2, 095 
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In fact, the real incidents of ownership (directly or indirectly, as 
set forth in correspondence submitted to the examining officer) were 


in the following : 

Rose Nierenberg (sister of J. M. 

Kaplan) one-third interest in estate. 
Theodore D. Nierenberg (nephew of 

J. M. Kaplan) 

Felice T. Schwartz (niece of J. M. 

Kaplan) 

Others 

Total 


Directly 

Constructively 
through estate 

415 

Total 

415 

336 

415 

751 

330 

184 

415 

745 

184 


850 

1, 245 

2, 095 


The loan of $400,000 referred to above was to be payable as follows : 

(1) $109,285.16 on April 17, 1954, 

(2) $3,000.00 in monthly installments beginning January 
17, 1955, ' 

(3) The unpaid balance due and payable on September 23, 
1956, and 

(4) Interest to be payable on the 17th day of each month 
beginning January 17, 1954, at the rate of 10% per annum, 
provided, however, that Etched Products Corporation is re- 
quired to pay on account of said interest, a sum equal to 5% 
per annum on account of interest until there is a default. 

The Fimd agrees to waive the balance of interest if the prin- 
cipal is paid as provided for. 

After the death of Alfred Nierenberg, his son Theodore Nieren- 
berg took over the active management of Etched Products. At the 
time the advance of $400,000 was made there was included in the lia- 
bilities of Etched Products the Following : 

(1) Advances made to the corporation by the Estate of Alfred 
Nierenberg, including accrued interest, and amounting to $316,070.94. 

(2) Notes payable to the Bankers Trust Company which were 
secured by accounts receivables of the corporation amounting to 
$118,437.60. 

(3) A first mortgage on the real estate owned by Epco Corpora- 
tion, (wholly owned subsidiary of Etched Products) was held by the 
Long Island City Savings Bank. The mortgage was security for a 
loan of $128,150. 

(4) Chattel mortgages on the equipment, and a second mortgage 
on the real estate were held by the Reconstruction Finance Corpora- 
tion. These mortgages were assigned to the J. M. Kaplan Fund, Inc., 
after the latter paid the R.F.C. the sum of $170,714.84. 

(5) In addition, personal advances of $16,650 were made by Mr. 
Theodore Nierenberg to Etched Products. 

In order to “bail out” the indebtedness of Etched Products Mr. 
Kaplan caused the Fund to advance monies to Etched Products Corpo- 
ration to repay the loans and to relieve the company of financial pres- 
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sures. As aforestated these monies were secured by a consolidated 
second mortgage on real estate and chattel mortgages on the equip- 
ment. Mr. Kaplan also personally guaranteed the obligation ot 
Etched Products to the Fund. . . 

No interest was paid by Etched Products Corporation on its in- 
debtedness for the period beginning December 17, 1953 and ending 

February 23, 1954. . , , 

(1) On February 23, 1954 an agreement was entered into between 
the Electro-Chemical Engraving Company and Theodore Nierenberg, 
individually and as executor of the Estate of Albert Is lerenberg, and 
Felice T. Schwartz, whereby Electro-Chemical Engraving Company 
purchased their interest in Etched Products Corporation consisting ot . 

(a) 37 shares of Class B stock. . , 

(b) 1,911 shares of Common stock (of a total of 2,095) ; and. 

(c) Assumption of payment of indebtedness of $317,330.94 duo by 
Etched Products Corporation to the Nierenberg Estate on February 
23 1954 

“ The price agreed upon was $800,000, $317,330.94 of which was paid 
to the Estate on transfer of the indebtedness and the balance to the 
stockholders (including shares held by the Estate) . The debt or 
$317,330.94 became owing to Electro-Chemical Engraving Company. 

(2) In further consideration of this agreement Electro-Chemical 
agreed to pay the indebtedness owing to the Fund if Etched Products 

was unable to do so. . , ; 

(3) The J. M. Kaplan Fund m turn agreed to release the security 
behind the loan of $400,000 made by the Fund to Etched Products. 

( 4) The agreement further states that the indebtedness to the 1 nnu. 
of $400,000 by Etched Products, and in the event of non-payment, the 
obligation of Electro-Chemical to repay the $400,000 shall be subordi- 
nated to the debts, liabilities and obligations owing to all trade and 
bank creditors existing at the time of the agreement or which at any 

time thereafter shall be created or incurred. . 

( 5 ) The indebtedness of $400,000 and the interest thereon was to 


be payable as follows . , , 

(a) Minimum payments of $50,000 per annum. (It was stated m 
Mr. Austin that payments on amount of principal were being made.) 

(b) Interest payable at the rate of 4% per annum from February 
26, 1954, payable on the 5th day of July, October, January and Apn 

XSKSS'fi. of IMS (ft. loan of $400,000 to 
Etched Products Corporation) is questionable because of the financial 
condition of Etched Products, the relationship of the parties, the fail- 
ure to pay interest on the loan, the proviso for waiver of interest, and 
the nature of the security behind the loan. The interests of the Fund 
were further diminished by virtue of the agreement of February 23, 

1954 becauseof^riai alterat i on Q f the terms of repayment and the rates 

of interest as follows : 
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Rate of Interest 


Repayment of Prin- 
cipal. 


Terms of Loan December, 19S3 

10 % per annum on 17th day 
of each month commenc- 
ing January 17, 1954. 
5% per annum required 
to be paid on account 
until there is a default. 
Balance of interest 
waived if principal is 
paid as provided for. 

To be fully paid by Sep- 
tember 23, 1956 or a 
period of 2 years, 9 
months. 


Terms of Agreement February, 195i 

4% per annum commenc- 
ing July 5, 1954 and 
thereafter on the 5th 
day of July, October, 
January and April of 
each year. 


To be paid $50,000 per 
annum for a period of 
8 years. 


(b) There was caused to be released the security (real and chattel 
mortgages) and the loan was subordinated to all trade and bank credi- 
tors of Etched Products and Electro-Chemical Engraving Cor- 
porations present arid in the future. 

It would appear that the entire transaction was an integral part of 
Mr. Kaplan’s effort to provide for his sister’s and nephew’s and niece’s 
welfare when he became apprised of the financial condition of Etched 
Products Corporation. 

On the basis of the facts surrounding the advances of $400,000 made 
by the Fund to Etched Products Corporation, it is the opinion of this 
office that the transaction constituted a “prohibited transaction” with- 
in the meaning of section 3813(b) (1) of the 1939 Code which states in 
part as follows : 

“F or the purposes of this section, the term prohibited transaction 
means any transaction in which an organization subject to the provi- 
sions of this section — 

a * * * (I) Lends any part of its income or corpus, without the receipt 
of adequate security and a reasonable rate of interest, to * * * a member 
of the family (as defined in section 24(b)(2)(D)) of an individual 
who is the creator of — or who has made a substantial contribution to 
such organization * * 

Section 24(b) (2) (D) of the 1939 Code, provides that : 

“The family of an individual shall include only his brothers and 
sisters (whether by the whole or half-blood), spouse, ancestors, and 
lineal descendants.” 

In the instant case section 24(b) (2) (D) controls as Eose Kierenbero- 
is a sister of J. M. Kaplan. 

I he provisions of section 3813 have been violated by reason of the 
lending of monies to an organization which was financially foundering 
and by the taking of security (chattel and real mortgages) of question^ 
able value. This is further evidenced by the agreement of February 
23, 1954, wherein the security was released and the $400,000 indebted- 
ness became subordinated to the trade and bank creditors of the bor- 
rowing corporation. 

Y. In 1953, the Welch Grape Juice Company, Inc., sold to Jemkap, 
Inc., certain of its products which were shipped to Essential Com- 
modities for Israel. The Fund paid Jemkap, Inc., $46,403.26 for these 
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products. The Fund received a credit of $48,451.60 in Israeli pounds 
in the Union Bank of Israel, Ltd., by virtue of the sale to Essential 
Commodities. 

On August 28, 1953, the Fund purchased 33,125 shares of stock in 
American Israeli Paper Mills in part from the blocked funds realized 
on the sale to Essential Commodities. 

The above transaction appears to be an isolated one. However, it 
should be noted that if carried on regularly such transactions would 
result in “unrelated business income” as defined in section 512 of the 
1954 Code, and corresponding to section 422 of the 1939 Code. 

Observations, Conclusions and Recommendations 


On the basis of the facts developed and enumerated above, it is the 
opinion of this office that a substantial basis exists for the revocation of 
exemption for the following reasons : 

(1) The J. M. Kaplan Fund, Inc., was not organized and operated 
exclusively for charitable, religious, educational or other exempt 
purposes within the meaning of section 101(6) of the 1939 Code (sec- 
tion 501(c) (3) of the 1954 Code), but was availed by the creator for 
self-motivating interests. 

(2) The J. M. Kaplan Fund, Inc., from its inception has borrowed 
considerable sums of money from organizations owned or controlled 
by the creator for the purpose of carrying on a trade or business, name- 
ly, that of an investment and/ or trading enterprise, rather than those 
activities usually associated with exempt organizations. 

(3) The J. M. Kaplan Fund, Inc., in violation of section 3813 of 
the 1939 Code (corresponding to section 503 of the 1954 Code) engaged 
in prohibited transactions in 1953 and 1954 within the moaning of the 
Code. 

(4) The J. M. Kaplan Fund, Inc., on an overall basis, was never in- 
tended to be, from its inception, availed of for purely charitable, edu- 
cational or other exempt purposes, and in practice operated as the alter 
ego of Mr. J. M. Kaplan. 

Accordingly, it is tho considered opinion of this office that the ex- 
empt status of the J. M. Kaplan Fund, Inc., under the provisions of 
section 101(6) of the 1939 Code and section 501(c)(3) of the 1954 
Code, should be revoked, retroactively and prospectively. 

Under established procedure this office will recommend to the Com- 
missioner of Internal Revenue, Washington 25, D.C., that your exemp- 


tion be revoked. 

If you do not agree with the foregoing conclusions, you may, within 
30 days from the date of this letter tile a protest in accordance with the 
enclosed instructions. Any protest will be given careful consideration 
and a conference will be granted if requested. 

Very truly yours, 

Donald R. Moysey, 
District Director , L,M. 
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u.o. 1 reasury Department, 

Internal Revenue Service, 

District Director, 

The J. M. Kaplan Fond, Inc NewY ^- Y ->^umy7,m8. 

55 Fifth 4m, 

New York, N.Y. 

Gentlemen : This is to acknowledge receipt of your brief in nro 

M “ Ch 29 ’ ^ c — * ~pt -a 

rbASf e =1 refU i I C ° : n ?^ ei l tion of your brief, and a thorough review of 
iWi inv ° y ed ’ i* 1S the °P mion of this office that the recommenda- 
tions made in the aforementioned letter are correct. 

the C w has been f o rw arded to the Commissioner 
A ?m + Wa t hm ?ton 25, D.C, for final disposition. 

A copy of this letter has been forwarded to Mr. Maurice Austin 
/o Austin and Diamond, 350 Fifth Avenue, Hew York 1 Hew York’ 

Yery truly yours, 


Raphael Meisels, 
District Director , L. M. 
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Exhibit 17 

U.S. Treasury Department, 

Internal Revenue Service, 

District Director, 

_ „„„ New York, N.Y., March %A, 1960. 

Form 990— years 1952-53-55 and 56. 

The J. M. Kaplan Fund, Inc., 

55 Fifth, Are., 

NewY orle , N.Y. 

Gentlemen: Our recent examination of the above noted returns 
for the years indicated discloses that your organization was exempt 
.9?} Federal income taxes for such years. Accordingly, the returns 
will be accepted as filed. 

Very truly yours, 

Kenneth W. Moe, 

District Director. 
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Exhibit 18 


Austin & Diamond, 
Attorneys and Counsellors at Law, 

New York , N.Y., February 19, 196 b 


District Director of Internal Revenue, 
Post Office Box 3100 , 

Church Street Station, 

New York, N.Y. 


Attention : Mr. Murray Sanders (Group 18) . 

Sir : I enclose herewith, duly executed in triplicate, I orms 872 ex- 
tending the statute of limitations to June 30, 1965, for the following . 

(1) The J. M. Kaplan Fund, Inc., for the taxable year ended 

December 31, 1958. 

(2) The J. M. Kaplan Fund, Inc., 

December 31, 1959. 

(3) The J. M. Kaplan Fund, Inc., 

December 31, 1960. , , a , 

(4) Jemkap, Inc. and Subsidiary Companies, for the fiscal year 

ended February 29, 1960. . it l , 

Please acknowledge receipt of the foregoing and enclosures >y 
sio-nino- or stamping and returning the enclosed copy of tins letter. 

Very truly yours, Maurice Austen. 


for the taxable year ended 
for the taxable year ended 


Enclosures : , 

Receipt is acknowledged of the foregoing and enclosures, 
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Exhibit 19 

The J. M. Kaplan Fund, Inc., 

New Y orb, N.Y., March $2%, 1963. 

[Certified return receipt requested] 

Hon. Weight Patman, 

Select Committee on Small Business , House of Bepresentatwes of the 
United States , 1136 House Office Building , W ashing ton. D.C. 
Deae Sie : In response to your letter of March 15, 1963, this is to 
advise as follows : 

The examination of our various returns on Form 990A was com- 
menced during 1956. The revenue agent’s report on the examination 
of all years through 1955 was sent to us under date of March 29. 1957. 
During the course of the consideration of this matter, within the 
Internal Revenue Service, the return for the year 1956 was included. 

Under date of March 24, 1960, we received a communication from 
the office of the District Director of Internal Revonue referring to 
Form 990 for the years 1952 through 1956, sustaining the exempt 
status of our organization. 

Very truly yours, 

The J. M. Kaplan Fund, Inc. 
Samuel Berger, Assistant Treasurer. 
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Exhibit 20 

Austin & Diamond, 

Attorneys and Counsellors at Law, 

New York , N.Y., J cmuary 196 % 

Re The J. M. Kaplan Fund, Inc. 

Hon. Wright Patman, t „ ....... 

Chairma/n, /Subcommittee , Foundation Study Select Committee on 
Small Business, Home of Representatives, 1136 House Office 
Building, Washington , D.C. 

Dear Congressman Patman : This is in response to yours of January 

11, 1964, re above. „ 

I enclose herewith a Xerox copy of the Internal Revenue service 
letter of March 29, 1957, and a photostat negative of the memorandum 
to the Internal Revenue Service dated July 26, 1962, which I trust 
you will find readable. . 

There have been no conferences or hearings with the Internal Rev- 
emio Service since July 26, 1962 with respect to the matters refened 
to in the said July 26, 1962 memorandum or any other matters of the 
J.M. Kaplan Fund, Inc. 

At the time of submission of the analysis made by Mr. Bookbinder 
with respect to the stock of Endicott- Johnson, Mr. Bookbinder was 
employed by Jemkap, Inc. at 55 Fifth Avenue, New York, New York. 

Please acknowledge receipt of the foregoing and enclosures by sign- 
ing or stamping and returning the enclosed copy of this letter. 
Respectfully, 

Maurice Austin. 
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Exhibit 21 

Austin & Diamond, 

Attorneys and Counsellors at Law, 

New York, N.Y., -July 28,1964- 

Re : The J. M. Kaplan Fund, Inc. 

Hon. Wrigiit Patman, 

Chairman , Subcommittee Foundations Study , Select Committee on 
Small Business, 1136 House Office Building , Washington, D.C. 

Sir : This is in response to yours of July 27, 1964. 

(1) There have been no conferences or hearings with the Internal 
Revenue Service from January 22, 1961 to date. 

(2) There has been no correspondence between the Internal Rev- 
enue Service and The J. M. Kaplan Fund, Inc. from J anuary 22, 1961 
to date, except as follows, copies of which are attached : 

(a) Letter from me, dated February 19, 1964, to the Internal 
Revenue Service, enclosing F orms 872. 

(b) Letter from The J. M. Kaplan Fund, Inc., to the Internal 
Revenue Service, dated May 14, 1964, enclosing Form 990-A. 

(3) The Internal Revenue Service has not assessed any taxes on 
The J. M. Kaplan Fund, Inc. for the taxable years 1957 to date. 

Please acknowledge receipt of the foregoing and enclosures by sign- 
ing or stamping and returning the enclosed copy of this letter. 
Very truly yours, 

Maurice Austin. 
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Exhibit 22 

[From New York Journal-American, Jan. 5, 1961] 

Leslie Gould, Financial Editor: Bid tor Endicott Johnson “Hot 
News” — Was It Late ? 

The attempt to “take-over” the Endicott Johnson Corp. by Glen 
Alden Corp. via a tender to stockholders raises some questions for the 
Stock Exchange and the Securities and Exchange Commission. 

Both companies have their shares listed on the Stock Exchange, 
which has just inaugurated a new policy as to immediate release of 
“hot news” that will influence a stock. 

The SEC also has requirements for prompt disclosures, particularly 
when a proxy fight threatens. 

Endicott Johnson is an old line shoe maker, headquartered in up- 
state New York in the Binghamton area. It is a major source of 
employment in the area, which is already suffering considerable un- 
employment. 

Glen Alden — once an anthracite coal company — is now a complex 
embracing coal, leather tanning, motion picture theatres and produc- 
tion of aluminum and steel parts for the auto industry. 

active in “take-overs” 

The head of Glen Alden is Albert A. List, who has been active in 
the “take-over” field and who operates some times through a tax free 
charitable foundation. 

Another individual involved in the matter is Jacob M. Kaplan, a 
director, of Endicott. Kaplan, who also has a tax free charitable 
foundation, made a fortune in Welch Grape Juice, following a take- 
over in the 1930’s. 

Ivaplan exchanged 60,000 Endicott Johnson shares held in his chari- 
table trust and in another company for Glen Alden stock held by List’s 
foundation. So far, there has been no disclosure as to what kind of 
a deal .Mr. Kaplan made nor as to how many shares of Glen Alden 
he received. 

His deal was made on Dec. 29, after negotiations of a week or 10 days. 

GLEN ALDEN OEEER FOLLOWS 

Two days later — the 31st — Glen Alden mailed to Endicott Johnson 
stockholders an offer of $30.50 a share, which was $3 above the close 
for the stock Dec. 30. The shoe company stockholders got the offer 
in the mail Monday — the second — or Tuesday — the third. 

A question for the SEC is who supplied Glen Alden the Endicott 
Johnson stockholder list? Endicott Johnson’s president says Kaplan 
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Another question is did anyone connected with Endicott Johnson 
supply Glen Alden confidential information as to the shoe company, 
such as copies of an engineer report? Endicott Johnson’s president 
says Kaplan did. 

In line with the Stock Exchange’s “hot news” requirements and the 
SEC’s requirements as to disclosure when a proxy fight threatens, the 
movements in the market call for some explaining. 

Endicott Johnson closed Dec. 28 at $24.62i/ 2 , unchanged from the 
previous day. Volume was 2,300 shares. The next day — the date of 
Mr. Kaplan’s deal — volume jumped to 4,600 and the price rose $1.37% 
to $26. The next day— the 30th— volume was 4,400 with the day’s 
close $27.50, up $1.50. It sold that day as high as $28. 

The first day of trading of the new year the stock jumped to $31, 
up $3.50 on a volume of 9,800 shares. The news was then out of the 
Glen Alden offer. The next day— the 4th— the stock touched $31.12% 
and closed at $31. . . 

In the same period Glen Alden did little, actually losing about 25 
cents a share between Dec. 27 and J an. 4. 

TRYING A LONG TIME 

Mr. Kaplan had been trying to dispose of his stock some time before 
his deal with Glen Alden and List. Last Spring he reported to Endi- 
cott Johnson that List might be interested in buying control. Then, 
ho wanted Endicott Johnson to buy his stock, either directly, or use 
pension fund money. Later he sought to arrange a secondary distribu- 
tion of his stock through the company’s bankers. Then, he made his 
deal with List, followed by Glen Alden’s offer for tenders of Endicott 
Johnson stock. 

Kaplan’s deal for his stock and the Glen Alden offer did not become 
public knowledge until after the Endicott Johnson stock started to 
move. 

The question for the Stock Exchange is was there any “leak” on 
the tender offer ? 

Endicott Johnson Corp. 


Dec. 27_ 
Dec. 28- 
Dec. 29- 
Dec. 30- 
Jan. 3_-. 
Jan. 4__. 


Glen Alden Corp. 


Dec. 27. 
Dec. 28- 
Dec. 29- 
Dec. 30- 
Jan. 3... 
Jan. 4... 


Ugh 

Low 

Close 

Net Chg. 

15% 

15 

15% 

+ % 

15% 

14% 

14% 


15% 

14% 

15 

+ % 

15% 

15% 

15% 

+ % 

15% 

14% 

14% 

-% 

14% 

14% 

14% 

+ H 
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Exhibit 23 

[From New York Journal-Ameriean, Jan. 8, 1961] 

Leslie Gould, Financial Editok : Endicott Johnson a “Rerun” of 

Director’s Earlier Deal 

For Jacob Kaplan, the Endicott Johnson director who sold out to 
the group seeking to take over the Nation’s No. 2 shoe company, the 
episode is almost a rerun of an earlier venture. 

Then, Kaplan, who operates largely through one of those tax free 
charitable foundations, set out to become a steel tycoon. The time was 
1951. 

In Endicott J ohnson, Kaplan about two years ago acquired 60,000 
shares or 7 percent of the shoe company’s stock. He put 54,000 shares 
in the charitable foundation. His next move was to demand and get 
a place on the board, making him an “insider.” 

KAPLAN SHOULD DISCLOSE 

He has just swapped his holdings for stock in Glen Alden, an 
industrial complex, and two days later Glen Alden made an above-the- 
market offer to Endicott Johnson stockholders for their holdings. 

The yet to be answered question is what if any difference there is 
between the deal made with Kaplan and the cash offer to Endicott 
Johnson shareowners. Glen Alden is headed by Albert A. List, who 
also has one of those tax free charitable foundations. 

Kaplan made his fortune in Welsh Grape Juice and earlier in a 
market coup in Cuban molasses. 

In his bid to become a steel tycoon, Kaplan first bought into Pitts- 
burgh Steel Co., which, like Endicott Johnson, is largely a family 
run affair. The company then was dominated by J. H. Hillman, Jr" 
and his family. 

HILLMAN PROVES ADROIT 

Kaplan, as in Endicott Johnson, demanded and got a place on the 
Pittsburgh board. Hillman instead of giving battle to Kaplan did an 
adroit selling job. This was that since Hillman had 20 per cent of 
I lttsburgh, maybe a more fertile field would be in Sharon Steel. 

It just so happened that another Hillman enterprise — Pennsylvania 
Industries — had 64,000 shares or 6% per cent of the Sharon stock. 
I he Hillmans might be persuaded to swap the Sharon stock for 
Kaplans holdings m Pittsburgh. Kaplan “bought” the deal. At 
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the same time Sharon bought Pittsburgh Steel’s holdings in National 

Kaplan demanded a place on the Sharon board, but after getting on 
he had several run-ins with the two Roomers-— II. A., sr., and jr.— 
-who were chairman and president and who with their families had 
20 per cent of the Sharon stock. 

BLOCKED, SO HE SELLS STOCK 

Kaplan never got any further in his move to gain control, so an 
arrangement was made for him to sell his holdings at virtually the 
price he had paid. This was done through a secondary distribution. 

Prior to this there were stories in Pittsburgh that Kaplan had plans 
to head up a merger of Sharon and several other small independent 

steel companies. , . . , . . 

In his Welsh Grape Juice deal, Kaplan, who acquired control in 
1945, made an unparalleled partnership agreement— turning Welsh 
over to the 4,976 member National Grape Co-operative Association. 
This was in 1952. The deal in effect provided for payment out of 
Welsh profits, and Kaplan’s return was handsome. 

In Endicott Johnson, Kaplan first tried to have the company or 
its employe pension fund buy him out. Next, he sought to make a 
secondary distribution. Then, ho made his swap deal with Albert 
List and Glen Alden, controlled by List. 

The market movements of Endicott Johnson shares on the Stock 
Exchange are interesting. The directors, including Kaplan, on Dec. 9 
voted to omit the 40-cent quarterly dividend. The stock that day 
broke $3.50 to $25.50, and sold down later to a low for the year of 
$23.50. Earlier in the year it had been as high as $38.50. 

TWO QUESTION'S FOE SEC 

The day before Kaplan closed his deal to get out the stock closed 
at $24.62 %. The next day— the 29th— the day of his deal— it went 
up $ 1 . 3711/2 and $1.50 on Dec. 30 and on Jan. 3— when Glen Alden made 
the $30.50 a share tender to stockholders— it jumped $3.50 to close at 
$31. It closed last night at $31.62%. 

Two questions for the SEC are : . . 

Who bought after the low was made on the dividend omission i 

Who bought before the Glen Alden cash offer was made public? 
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Exhibit 24 

[From the Philadelphia Bulletin, Jan. 17, 1901] 

Tiie Business Outlook : Stock Swap by 2 Charities Led To Figiit 

for Shoe Firm 

(By J. A. Livingston, financial editor) 

Up in the Triple Cities area of New York State, citizens of Endi- 
cott, Johnson City, and Binghamton have become Bunker Hillers — 
but with stock certificates not muskets. 

They have organized to repel a corporate invader armed with the 
funds of a tax-free charitable foundation. So, you and I, as federal 
taxpayers, are inadvertent participants in this struggle for control of 
Endicott Johnson Corp., the nation’s second largest shoe company. 

As a first move toward acquiring Endicott Johnson, Albert A. List, 
president of Glen Alden Corp., traded an unspecified number of Glen 
Alden shares owned by Albert A. List Foundation, Inc., for the 60,000 
Endicott Johnson shares controlled by J. M. Kaplan. Fifty-four 
thousand of these came from the J. M. Kaplan Fund, Inc., also a 
charitable foundation. 


TOWNSPEOPLE ORGANIZE 

^ Kaplan had controlled Welch Grape Juice, Hearn’s Department 
Stores, and other companies. Glen Alden, once primarily an anthra- 
cite company, is now a corporate conglomerate of textiles, auto parts, 
movie houses, real estate, oil and gas. 

The skein of events began on November 12, 1959. According to a 
court affidavit, Kaplan then presented himself to the Endicott Jo hn son 
board of directors as the owner of 60,000 shares of stock through his 
foundation and relatives. He was elected to the board. Once List 
had Kaplan’s stock in hand, he made an open offer to all Endicott 
Johnson stockholders to buy them out at $30.50 a share. 

Frank A. Johnson, president of Endicott Johnson, and townspeople 
organized committees to buy up shares to vote against Glen Alden 
in a proxy fight. They feared Glen Alden might liquidate the com- 
pany and deprive the communities of their largest employer. List 
denies any such intention. He says he wants to reorganize the com- 
pany and rebuild its earning power. 

Regardless of intent, the episode reveals in full nakedness how 
charitable foundations can be misused. A charitable trust, or founda- 
tion, is granted tax-free status by Congress solely for a charitable 
purpose. Assets are not to be employed to enrich the donors or 
founders or to aggrandize their economic power. 
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unnecessary risk? 

A person can build up a foundation by contributing, every year, 
part of his income. If the investments are well chosen, the fund may 
grow rapidly through capital appreciation. Only income must be 
disbursed. 

The foundation’s sponsor may be able to use the assets to buy control 
of companies. In so doing, he becomes an indirect beneficiary of the 
trust through the power it confers on him. He can install himself as 
president of a corporation so acquired. lie can find jobs for friends, 
relatives and business associates. He can favor friends with business. 

Kaplan has said that Endicott Johnson was a “dying company.” 
Therefore, ho wanted to bring in Glen A1 den’s management to revive 
it. That raises this question : Is it prudent and proper for a trustee 
of a foundation to invest charitable funds in a company which ho 
thinks requires a managerial pulmotor? Isn’t that taking a specu- 
lative risk which a trustee ought to avoid ? 

Reports of charitable trusts to the Treasury do not easily disclose 
how assets are being used. Information returns must be filed annually 
disclosing income, disbursements, and assets. However, unless the 
trust owns “10% or more of any class of stock of any corporation,” it 
doesn’t have to disclose the name of the company. If a large tax- 
payer sets up several trusts himself or through relatives, he could 
without disclosure, easily control companies by confining holdings in 
each trust to less than 10% of a company’s stock. 

MORE INFORMATION NEEDED 

To guard against the use of charitable foundation assets for pur- 
poses of corporate control, it might be well for the Treasury Depart- 
ment to seek additional information to get behind a trust’s facade. It 
might ask : 

Are any officers or trustees of the trust or foundation or any of its 
major contributors officers, directors or principal (10%) stockholders 
in a corporation in which the trust- has an investment of more than 5% 
of its net assets? If yes, who are they and which are the corpora- 
tions ? This would disclose control or influential relationships of offi- 
cers, trustees, and contributors to corporations. 

Furthermore, a list of stocks in which the trust has more than 5% of 
its net assets invested ought to be required. Then, by inspection, 
Treasury officials and the courts could determine whether a trust’s 
assets were diversified or were concentrated in a few stocks. 

Kaplan and List may not have abused their trusts, but their trans- 
action points up the manner in -which a charity sometimes serves two 
masters. 
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Exhibit 25 


U.S. Treasury Department, 

Internal Revenue Service, 

W ashington, D ,0 ., October 30, 196f. 

Hon. Wright Patman, 

Chairman , Subcommittee Foundation Study , Select Committee on 
Small Business . Room 1136, House Office Building , Washington, 
D.C. 

Dear Mr. Patman : This is in further response to your letter of 
October 9, 1964 in which you requested copies of four Revenue Service 
documents dealing with the J. M. Kaplan Fund. Three of the docu- 
ments in question (carrying August 7, 1956, December 31, 1956, and 
September 23, 1959 dates) represent internal correspondence between 
our district office in New York and the Rulings Division in the Na- 
tional Office. 


It has long been the position of the Treasury Department that 
proper administration of the revenue laws requires such intra-agency 
advisory opinions be kept within the confines of the Executive Branch. 
Therefore, in the interest of maintaining free expression of opinion 
within the Service, I am not able to make these documents available 
to you. 

We have no record that the fourth document, referred to by you 
as a “July 8, 1958 — Memoranda, etc. of conferences at the National 
Office,” ever existed. At any rate it is not to be found in our files. 

Sincerely, 

Bertrand M. Harding, 

Acting Commissioner. 
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Exhibit 26 


Russell Sage Foundation, 
New York, N.Y., September 17 , 196\ 


Mr. Mitcheel Rogovin, 

Assistant Commissioner , 

Office of Internal Revenue, 

12th Street and Constitution Avenue, 

Washmgton,D.C. . 

Dear Mr. Rogovin : I am replying to your inquiry concerning Rus- 
sell Sage Foundation’s appropriations to State agencies during the 


^At its meeting of May 6, 1964 the Board of Trustees of Russell Sage 
Foundation appropriated an amount not to exceed $50,000 in suppoit 
of an analysis of the operations of more than 5,000 charitable trusts 
and corporations registered and filing financial reports with the At- 
torney General of California. The objectives of the analysis are two- 
fold: (1) to examine the nature and types of charitable organizations 
in California, and (2) to devise a system for the annual compilation 
of data that would reflect the evolution and growth of private chari- 


table organizations. . . _ „ TT , 

General supervision of the study is provided by Wallace Howland, 
Assistant Attorney General; fiscal administration is provided by the 
office of the State ‘Controller ; disbursements are made from a special 
account in the State Treasury for stated purposes by the Controller on 

order of the Attorney General. . . . , , 

There is one other appropriation in which the recipient might be 
viewed as a State agency. This appropriation was made to the Na- 
tional Conference of Commissioners on Uniform State Laws. At its 
meeting of May 6, 1964 the Board of Trustees of Russell Sage Founda- 
tion appropriated an amount not to exceed $23,500 in support of an 
analysis of the problem of uniform legislation in the field of consumer 
credit and the preparation of a monograph. 

General supervision of this study is provided by Professor Allison 
Dunham of the University of Chicago Law School and Executive 
Director of the National Conference of Commissioners on Uniform 
State Laws; fiscal administration is provided by the National Con- 
ference through their Treasurer, Mr. Talbot Rain of Dallas, Texas. 

The Foundation has not made other appropriations to State agen- 
cies during the past two years. It has, of course, made many appropria- 
tions to State-supported colleges and universities. These are not 
ordinarily viewed as State agencies, so I am not including a description 
of these appropriations in this letter. 
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In the event that you wish further information concerning these 
appropriations or any other activities of the Foundation, please let 
me know. 

Sincerely yours, 

Orville G. Brim, Jr. 

Enclosures : 

1. Copy of request for grant to finance an analysis of charitable 
trusts and corporations in California, March 31, 1964, to Russell 
Sage Foundation, from Wallace Howland, Assistant Attorney 
General, Department of Justice, State Building, San Francisco 2. 

2. Copy of request for support of an analysis of the problem of 
uniform legislation in the field of consumer credit and the prep- 
aration of a monograph, March 23, 1964, to Russell Sage Foun- 
dation, from Allison Dunham, Executive Director, National Con- 
ference of Commissioners on Uniform State Laws. 


State oe California, 

Office of the Attorney General, 

Department of Justice, 

San Francisco , March 31 , 196J f . 

Re Request for Grant to Finance an Analysis of Charitable Trusts and 
Corporations in California. 

Russell Sage Foundation, 

230 Park Avenue , 

New York , N.Y. 


Gentlemen : Request is made for a grant by Russell Sage Founda- 
tion m an amount not to exceed $50,000 to finance an analysis of the 
operations of more than 5,000 charitable trusts and corporations 
presently registered and filing financial reports with the Attorney Gen- 
eral of California. 

The objectives of the proposed analysis would be twofold. First it 
would disclose the nature and dimensions of charitable organizations 
at work in the most populous state of the Union. No study as eompre- 
iensh' e oi in such depth as is here proposed has been made heretofore 
ioi want of readily available source of material. Such material is 
now contained in the Registry of Charitable Trusts, an agency of the 
Office of the California Attorney General. 

The second objective would be to devise a system for the annual 
compilation of a continuing series of significant statistics and data 
that would accurately reflect the evolution and growth of private 
charitable organizations of all types. Such a system could be extended 
to the increasing number of states which, in recent years, have fol- 
lowed the lead of California in requiring registration and financial 
reporting by charitable organizations to their respective Attorneys 
General. 1 These states already comprise a group whose data, if com- 
piled and reported on a uniform basis, would be of national signifi- 
cance and importance. 


Tr. 1 I „T il 'hSil £ i! rm Tn- Ct , hasbeen adopted, in some cases with modifications by California, 
Iowa, Michigan, Illinois, Oregon. It is under consideration in Virginia, Washington, Wls- 
??e^ 1 iTomnoT.i^i S T?v, lr i' States haring other forms of registration requirements include 
New Hampshire, Rhode Island, and Pennsylvania. 


Approved For Release 2004/04/08 : CIA-RDP67B00446R000300020094-4 



Approved For Release 2004/04/08 : CIA-RDP67B00446R000300020094-4 

TAX-EXEMPT FOUNDATIONS : IMPACT ON SMALL BUSINESS 345 

The background giving rise to the need for the proposed project is 
as follows : 

THE CALIFORNIA REGISTRY OF CHARITABLE TRUSTS AND ITS BACKGROUND 

In 1955 California was the first state to enact the Uniform Super- 
vision of Trustees for Charitable Purposes Act (Calif. Stats. 1955, 
chap. 1820 ; Gov. Code, §§ 12580-95) . In the drafting of this statute, 
California worked closely with the Board of Commissioners on Uni- 
form State Law r s. First enacted for a trial period of two years, it was 
extended in 1957 and made a permanent feature of California law in 
1959 (Calif. Stats. 1959, chap. 1258). A copy of the Act and the 
regulations issued thereunder is attached as Exhibit A. 

Briefly stated, this Act is a registration and reporting statute. As 
an aid to the Attorney General in his common law function of being 
the legal representative of the beneficiaries of property dedicated to 
charitable purposes, the Act requires every individual trustee and 
charitable corporation holding property in trust for charitable pur- 
poses to register, files its founding documents, and submit periodic 
financial and other reports to the Attorney General. Excepted from 
this requirement are religious organizations, educational institutions, 
and hospitals. Bank Trustees must register but are not required to 
file routine periodic reports. 

By 1959 the volume of registrations and the resulting administrative 
burden had risen to the point w r here Attorney General Stanley Mosk 
created, as a part of his own Office, what has since been known as the 
Registry of Charitable Trusts, 

Located in Sacramento, the Registry is the centralized depository 
of all registrations, periodic reports and documents pertaining thereto. 

The staff of the Registry presently comprises the registrar, three 
qualified auditors who make office examinations of the financial re- 
ports, and four clerical assistants. 

As of January 1, 1964, there were 5,203 charitable trusts and cor- 
porations registered and filing periodic reports with the Registry ; an 
additional 550 potential registrations were in various stages of com- 
pletion. 1963 is the first year during which there has been a decrease 
m both the monthly and annual rate of registration. We are of the 
opinion that present registrations comprise 90 per cent or better of 
those presently required to register. The current rate of some 78 
registrations each month for the most part reflects the creation of new 
charitable trusts and corporations. We expect it to increase rather 
than diminish in the years ahead. 

By express provision in the Act, the register of charitable trusts, the 
founding documents and periodic reports of registrants are open to 
public inspection. 

During 1963 examination of the public files in the Registry com- 
prised 271 visitor days. Most of these examinations, were for the 
purpose of ascertaining sources of charitable funds available for pur- 
poses in which the visitors were interested. 
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THE NEED FOE A COMPREHENSIVE ANALYSIS OF THE FILES OF THE REGISTRY 

The files of the Registry now contain complete data concerning the 
type and purpose of each registrant and an up-to-date financial analy- 
sis of its operations. Included is a complete schedule of investments 
in all cases where the security portfolio is valued at $100,000 or more. 

The actual register comprises a Kardex file in which are recorded 
only basic information and a generic classification of purpose. 

Examination of any file in the Registry will thus give a complete 
picture of the nature and operations of each registrant. To date, 
however, it has not been possible to analyze, classify, and tabulate the 
available data. Consequently, it is quite impossible to know anything 
of the nature and extent of private charity in California, taking it 
as a whole. 

The 5,200 registrants include both individual trustees and charitable 
corporations of all types. They include both foundations and operat- 
ing charities. As used here, the term “foundations” refers to all types 
of endowments and contributions of capital, the income from which 
is distributed to others for actual expenditure; it thus includes both 
incorporated foundations and testamentary trusts whose corpus is 
permanently dedicated. The term “operating charities” refers to all 
types of organizations and agencies engaged in the actual performance 
of a charitable service or function, regardless of the source of their 
funds or the manner of their procurement. 

Based upon projections of samplings made some time ago, it is 
estimated that the 5,200 registrants, in the aggregate, control fixed 
capital of the order of $4 billion and have an annual income from all 
sources in excess of $400 million. These estimates are significant in 
evaluating the scope of the Attorney General’s supervisory responsi- 
bility. Note, however, that the estimates include transfers between 
charitable organizations of an unknown amount. For example, a 
foundation may grant money to a Community Chest which, in turn, 
distributes a part of it to an operating charity such as a day nursery 
for working mothers. One charitable dollar would thus be reported 
three times. 

At present, there is no way of knowing the extent of the foundation 
movement: the number of incorporated foundations as compared to 
unincorporated trust estates, their aggregate assets, income, or the 
charitable purposes which they serve. Likewise unknown is the num- 
ber and type of operating charities working in any given field of 
endeavor, the relative importance of their different sources of income 
and methods of fund raising. 

To date there is no uniformity in the financial reporting practices 
of charitable organizations, even among those of similar types work- 
ing in the same or closely related fields. Until now, the Attorney 
General of California has refrained from prescribing any specific 
or uniform reporting system. It was felt that it would be premature 
to move in this direction until the present actual practices were known 
and could be evaluated. The administration of the Registry to date 
has disclosed individual situations pointing to a need for legislative 
changes in such widely varying fields as probate practice, corporation 
law governing the formation and operation of nonprofit and chari- 
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table corporations, and the statutes governing the administration of 
charitable and other public trusts as distinguished from private trusts. 
Until the files of the Registry are analyzed and classified, however, it 
is impossible to quantify the extent of any given practice or the lack 
thereof and otherwise to evaluate the importance and the need for 
legislation action. One example of this should here suffice. 

Lacking any statewide system of controlling abuses that have arisen 
in the public solicitation of funds for charitable purposes by cam- 
paigns and fund-raising drives, some 100 or more municipalities and 
counties in California have established some type of permit or licens- 
ing requirement for those engaged in public solicitation, dlie result- 
ing duplication has created administrative difficulties and attendant 
expense on the part of organizations operating throughout the state, 
or even major portions thereof. Short of an analysis of the files of 
the Registry, the number, size and relative importance of these organi- 
zations is not known. Without such a frame of reference it is difficult 
to evaluate the need for statewide licensing or estimate the cost there- 
of, or to give adequate consideration to alternative suggestions, such 
as statewide uniform licensing requirements to be locally administered. 

Reference has already been made to the fact that the founding docu- 
ments and financial reports of California registrants are open to public 
inspection. At present there is no index to the files of the Registry 
by specific purpose, type of organization, or thepresent availability 
of funds or services of the type concerning which information is being 
sought. For want of such classification and index there is a more or 
less constant duplication of the research and examinations made by 
interested persons. Recently the representatives of some six institu- 
tion of higher learning were forced to make identical, time-consum- 
ing examinations of several hundred files in order to obtain specific 
information that should have been much more quickly and readily 
available. Each of them, seriatim, duplicated the work done by the 
others. 

THE PROPOSED PROJECT AND THE NEED FOR PRIVATE FINANCING 

During the past year considerable effort has been devoted to develop- 
ing and listing the data that should be obtained from an overall analy- 
sis of the Registry files. Several broad fields of inquiry are involved : 
the nature, purpose, and structure of the organization ; its control, with 
reference to the persons or authority to which it is directly responsible ; 
the sources of its funds; the method and purpose of the distribution 
or expenditure of funds ; the nature and extent of its assets and invest- 
ments, income and expenditures. Also of interest are the extent and 
nature of certain powers, privileges, and rights granted by present law 
whose propriety, while undoubted with respect to private trusts and 
private corporations, may be questionable when applied to charitable 
institutions. 

It is practicable to put data extracted from the files on IBM punch 
cards. This will permit data processing by the staff and equipment 
already in the California Department of Justice. This is the overall 
departmental structure of which the Attorney General is the head, and 
which includes among its components the Office of the Attorney Gen- 
eral and the Registry of Charitable Trusts. 
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Much of the data desired is static. For example, the legal nature of 
the organization seldom changes. On the other hand, it also comprises 
financial information which is subject to annual change. This latter 
aspect of the overall picture is scheduled to be arranged by data proc- 
essing technicians so as to form a practical and convenient basis for 
continuing series of annual statistics. 

The examination of the source material contained in the 5,200 files 
and the extraction and recording of the required data on worksheets is 
a project of considerable magnitude in terms of the man-hours in- 
volved. It is quite beyond the capability of the permanent staff of the 
Registry to undertake it. 

Consideration has been given to the various ways in which qualified 
personnel could be obtained to extract the required data from the raw 
source material. For all practical purposes the State Government of 
California is on a civil service basis. For this and other reasons there 
are substantial legal, as well as administrative, difficulties in recruit- 
ing the various skills required for this project because of its short 
duration. Moreover, it is impracticable to obtain the necessary man- 
power on a short-term basis from other departments or agencies of 
the State. 

If the necessary funds can be obtained from private sources, there 
are no legal obstacles to its receipt and use by the State of California 
to defray the expenses of the proposed project. There is precedent 
and established procedure for the deposit in a special account in the 
State Treasury, somewhat akin to a trustee account in private usage, 
of funds granted for a specified purpose. In this case, disbursements 
from such a special account would be made for the stated purposes by 
the State Controller on order of the Attorney General. 

Investigation has revealed the availability of qualified personnel, 
resident in Sacramento where the Registry is located, to undertake 
this project. If funds are made available the Attorney General pro- 
poses to contract with a qualified research organization to assume the 
responsibility for the selection and employment of a project staff in- 
cluding a project director who will give full time supervision to the 
work. Several members of the faculty of Sacramento State College 
with practical experience in research of this type have become inter- 
ested in the project. Happily., it is feasible to conduct the examina- 
tion of the Registry files during the coming summer months when 
graduate students in accounting, several of them already qualified as 
CPAs, would be available to do the actual work. 

There are no legal problems involved in the Attorney General 
contracting for the services outlined above and making payments there- 
for from funds on deposit in a State Treasury Special Account. In 
short, California law and the procedure already established thereunder 
permits considerable flexibility. 

Our studies and tentative selections of data to be compiled from 
the files have gone as far as practicable with our own resources. By 
letter dated February 3, 1964 addressed to Dr. Leonard Cottrell, 
Assistant Director, Russell Sage Foundation, was furnished with the 
then current listing of the data and information in which the Attorney 
General is interested. 
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If the project is to result in the greatest utility and benefit to 
charitable organizations of all types and the interested public, it is 
highly desirable that we be in a position to confer with and have the 
assistance of consutants qualified in this field. We should like to 
submit the classifications and other data we have tentatively selected 
to the scrutiny, criticism and suggestions of a panel or committee of 
qualified individuals. Such a panel would include representatives of 
the major types of charitable organizations, viz., foundations, testa- 
mentary trusts and operating charities. In this connection, it would be 
most helpful if it could be arranged for us to have the benefit of Mr. 

F. Emerson Andrews’ broad experience. 

After consultation with those w T ho would be in charge of the actual 
work, we estimate that the actual examination of files of the Registry 
and the reduction of the desired data to work sheet form can be accom- 
plished by the end of September providing that the work can bo 
planned to commence not later than June 1. A proposed budget cover- 
ing the expenses to be paid with donated funds is attached hereto. 

On its part, the State would expect to make available the services 
of the Registrar and the Assistant Attorney General in Charge of 
Charitable Trusts matters to give general direction to the project and 
to resolve questions arising from the course of the work. In addition, 
one or more of the clerical staff of the Registry familiar with the 
files and existing procedures would guide and assist the project staff 
in every way possible. The extensive data processing equipment of the 
California Department of Justice w T ould be made available as required. 
Finally, the facilities of the State Printer would be available to print 
whatever reports, directories, or other publications may appear desir- 
able concerning the results of the project. 

THE proposed project -would complement other studies being made 

BY RUSSELL SAGE FOUNDATION 

Wo are aware of the work of Mrs. Marion R. Fremont-Smith on 
behalf of Russell Sago Foundation in making a study of Public Ac- 
countability of Charitable Funds. Wo understand that this com- 
prises a comprehensive survey of the existing programs of regula- 
tion and supervision by the several states active in this field as well 
as by the federal government. 

We believe that the project here proposed would be a natural com- 
plement to the present Study. By establishing for the first time 
quantitative relationships which exists between important segments 
of private charity, it would provide a valuable frame of references 
for evaluating the need for and effectiveness of present regulatory 
programs, both state and federal. The type and extent of the super- 
vision required by foundations and other endowed institutions and 
trusts whose function is limited to the management of capital funds 
and the distribution of income obviously differs from that required 
by operating charities. Likewise, within the latter class, there are 
self-evident differences between those which engage in their own 
fund-raising activities and those which rely upon fund-raising orga- 
nization. These, in turn, vary from Community Chests to profes- 
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sional fund-raisers who charge a fee for their services. The quanti- 
tative extent and relative importance of these problems cannot be 
evaluated until compilation of data as complete as that now contained 
in the California Registry, such as is here proposed, has been made. 
Equally unknown is the influence and importance of corporate endow- 
ments as compared with testamentary trustees. Yet to all of these 
and other classifications does the common law authority of a State 
Attorney General extend. Until a perspective of the overall picture 
of private charity, at work is obtained, there is grave danger of mis- 
placed emphasis in regulatory legislation or supervisory activity. 

It is in this sense that the proposed subject will implement and add 
significance to the above-mentioned Study of Accountability of Char- 
itable Funds. 

Similarly ? we are aware of the Study of the Investment Policies 
of Foundations currently being made for the Russell Sage Founda- 
tion. The California Registry requires the annual filing of the com- 
plete details of all investment portfolios of charitable trusts and 
corporations having a value in excess of $100,000. While statements 
of investment policies are not routinely required, analysis of the 
portfolio schedules on file would throw significant light upon the 
actual investment practices of many types and classifications of charit- 
able organizations. It is believed that this would give added breadth 
and statistical depth to the present Study of Investment Policies. 

In view of the practice of Russell Sage Foundation in publishing 
commentaries and reports of the many research projects it has under- 
taken in the past,, it is assumed that the Foundation might well desire 
to follow a similar course upon completion of the project here pro- 
posed.. We foresee neither legal obstacles nor other objections, espe- 
cially in view of the fact that the basic information to be surveyed is 
presently contained in documents which, by mandate of the California 
Statutes under which they are filed with the Registry, are open to 
public examination. A matter of some priority with the California 
Attorney General, however, is the availability of the project results 
for consideration by his Advisory Committee on Charitable Trust 
Matters, now in process of formation. Therefore, it may well be that 
the State will desire to reproduce and publish statistics, tables, charts 
and other information in a format suitable for its own purposes well 
in advance of the preparation of any publications that the Foundation 
might desire to undertake. 

So that you may understand the scope of our present plans, we pro- 
pose to appoint in the near future an Attorney General Advisory 
Committee on Charitable Organization. This will be a broadly based 
Committee composed of outstanding civic leaders with experience and 
who demonstrate an interest in charitable work representative of lead- 
ing organizations of the several different types to be found within the 
framework of the charitable movement and other qualified persons. 
Similar committees have, in the past, made substantial contributions 
in analyzing problems of public concern and formulating solutions 
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thereto. Obviously the work of such a committee in the field of chari- 
table activities would greatly benefit from the results from the project 
here proposed. 

We appreciate the interest in the Registry and the work of our office 
as shown by Mr. Donald Young on his recent visit to California. He 
can undoubtedly implement the proposal here made with his own ob- 
servations. If any further information concerning this matter is de- 
sired, it will be forthcoming promptly upon request. Supplementing 
this proposal are the several documents that we sent with our letter of 
February 3, 1964 addressed to Dr. Cottrell. Additional copies are 
available if desired. 

Sincerely yours, 

Stanley Mosk, 

Attorney General. 

By Wallace Howland, 

Assistant Attorney General. 

Proposed budget , California Registry of Charitable Trusts project — 
Based on six months duration 

Supervision $5, 148 

Working Staff 25, 950 

5200 files at 1% hours per examination is 6,916 man- 
hours or 173 man-weeks at an average wage of $150 per 
week or approximately $3.75 per hour. 

Administrative Overhead : 

Payroll preparation and disbursing, 10% of labor; in- 
cluding employer contributions for various tax pur- 
poses, processing of withholding tax, etc 3, 110 

Equipment rental, supplies, communications 2, 500 

Rent — — -- 3, 600 

Large, suitable workroom available in same building in 
which the Registry is located. Includes light and heat 
but no janitor services. $600 per month. 

Consultants and Conferences 6, 000 

Includes travel and subsistence for Consultants and 
Committee members participating in project purposes. 

Contingencies and Printing Expenses — 3, 692 

50, 000 
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National Conference of Commissioners 

on Uniform State Laws, 

March 23, 1964. 

Dr. Leonard S. Cottrell, 

Bussell Sage Foundation , 

230 Park Avenue , 

New York , N. Y. 

Dear Dr. Cottrell/ As you recall, I wrote you on February 5 con- 
cerning the possibility of the Russell Sage Foundation being interested 
in helping the National Conference of Commissioners on Uniform 
State Laws finance the preliminary aspects of its project to draft 
comprehensive legislation in the field of consumer credit. You kindly 
invited me to New York to confer with you and Dr. Brim, and you 
also helped me with my problem of securing a competent sociologist 
to prepare the monograph referred to in my letter. As a result of 
my consultations with prospective sociologists, it appears to me that 
my original application was faulty in the request for funds. I had 
omitted, for example, an item for the cost of purchasing monographs, 
describing the results of research projects which are relevant to our 
project. I had also underestimated the cost of a sociologist and more 
particularly of the necessity of some assistants to help with the re- 
search. 

I am accordingly resubmitting the application, but have added 
what I believe to be are sufficient funds. If it turns out that there 
is available more sociological data than I presently believe, it may 
be that the submission continues to be on the low side, and I accord- 
ingly would like to reserve the privilege of asking at a later date for 
a small supplement of the funds requested herein. In my original 
submission I asked for a total of $17,000 for the cost of the three 
stages of the project outlined therein. My revised estimate increases 
this amount by $6,500. I am therefore asking for $23,500 for the three 
stages of the project. I have increased stages two and three $500 each, 
and stage one I have increased $5,500 as a result of my discussions with 
the sociologist. 

In my original letter, I indicated on page four that I was in the 
process of selecting competent academic personnel to undertake the 
project. At this stage of the project I propose the lawyer consultant 
for the sociological and economic part of the project to be Professor 
William Hogan, of Cornell Law School. At a later time we propose 
also.to use Professor William Warren, of the Law School of the Uni- 
versity of California, at Los Angeles. For the economic research 
project described in my letter, which is now underway, I have secured 
the help of Professor Robert J ohnson, of the Graduate School of Busi- 
ness Administration, at Michigan State University. For the sociolo- 
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gist for stage one of the project, and also for his consultive capacities 
m stages two and three, 1 propose to employ, if funds are available, 
Assistant Professor Terence Hopkins of Columbia University. If, 
for anv reason, there must bo a change in the personnel suggested 

above, I will, of course, consult with you and Dr. Brim. 

No item has been included in the budget for publication. Ideally, a 
publishable monograph should result from this project. Since, as I 
understand it, the Bussell Sage Foundation has facilities of its own for 
publication, it goes without saying that the Foundation should have 
the first right to publish anything publishable from the project sub- 
mitted. If, for some reason, the Foundation decides not to publish 
the monograph, Mr. Hopkins will, of course, be permitted by us to 
publish if he wishes, and if publication does not result from either 
of these sources, the National Conference of Commissioners will then 
consider whether it wishes to publish the monograph. _ We will, of 
course, use the monographs and the results of research in connection 
with the work of our special committee preparing comprehensive legis- 
lation in the consumer credit field. 

I am attaching hereto a copy of my letter of February 5, 1961, which 
outlines the project as I see it at this time, and the project for which 
we are requesting funds from the Bussell Sage F oundation. As indi- 
cated above, the attached letter has been modified by this letter in the 
sense that the funds requested have been increased, and the proposed 
personnel have now been selected. I am also attaching to this letter 
copies of a statement which I prepared for the meetings of the Special 
Committee of the Commissioners, and also a copy of a pamphlet ex- 
plaining the history and work of the National Conference of Commis- 
sioners on Uniform State Laws. 

Sincerely yours, 

Allison Duniiam, 
Executive Director. 
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National Conference of Commissioners 

on Uniform State Laws, 

,, February 6, 1964. 

Mr. Leonard S. Cottrell, 

Bussell Sage Foundation , 

230 Park Avenue , New York , N.Y. 


Dear Mr. Cottrell : Last November I spoke to Mr. Donald Young, 
at the suggestion of Professor Harry Jones, about a project of the 
National Conference of Commissioners on Uniform State Laws to 
draft comprehensive legislation in the field of consumer credit. At 
that time, the question whether the Conference would proceed with 
such a large project was not decided. Mr. Young suggested that when 
our plans were more firm that I should indicate to you certain areas, 
particularly in the preliminary planning stage of the project, where 
we needed financing and submit such areas to your Foundation for 
consideration of a possible grant to the National Conference of Com- 
missioners on Uni form State Laws. 

I am enclosing with this letter a mimeographed copy of a statement 
which I prepared for the meetings, which the Special Committee of 
the Commissioners have been having, and which also indicates the 
necessity of large scale financing and the sources from which we hoped 
to receive funds. It now appears reasonably clear that for the cost 
of drafting itself we will be able to obtain funds “without strings” 
from various members of the industries involved in supplying credit 
to consumers. F or obvious reasons, it is important that there be some 
nonindustry funds in the support of the project, and it appears to me 
that we will be able to get some funds for this purpose from non- 
lndustry sources. In this letter I am asking the Eussell Sage Founda- 
tion for money to help us complete the preliminary planning phases 
of the project. It is my personal opinion that it is extremely impor- 
tant for the Eussell Sage Foundation to participate in this new ap- 
proach to consumer credit. In a real sense of the word, the Eussell 
Sage Foundation created this industry, and more than that, its use of 
“field studies” and other nonlawbook research in the early part of 
this century has set the pattern for a great deal of law research since 
that time. I do hope that the Eussell Sage Foundation can see its 
way clear to help us with the preliminary planning. 

I am also enclosing a pamphlet which describes the National Confer- 
ence of Commissioners on Uniform State Laws. Perhaps, the most 
significant information in this pamphlet for your purposes is the refer- 
ence to the fact that the National Conference is an organization of 
state officials and has a ruling from the Internal Eevenue Service that 
contributions to the organization are tax deductible and exempt, even 
though the organization drafts and promulgates legislation for adop- 
tion by the states. 
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By this letter, I am asking your Foundation for about $17,000 for 
the purposes of preliminary planning in undertaking research lead- 
ing to the preparation of a Uniform Act on Consumer Credit. We 
envisage the preliminary planning to be in three stages and to supple- 
ment the research which has either been completed by others or is now 
under way for the National Conference of Commissioners. The 
present situation of research in the field of consumer credit is this: 
the American Bar Foundation has prepared and made available to 
the National Conference of Commissioners on Uniform State Laws 
(before publication) a comprehensive collection and analysis of all 
of the existing legislation concerned with consumer credit, including 
but not limited to the small loan laws originally initiated by the 
Bussell Sage Foundation. There is being prepared for the Conference 
a similar analysis by an economist of all of the existing economic litera- 
ture and research in the field of consumer credit. Analysis of the 
available information in the legal literature, and the economic litera- 
ture, and research is accordingly either substantially completed or well 
under way. 

Collection and analysis of a similar type is needed of the research 
which has been undertaken in sociology and in social welfare work 
concerning the poor and other sociological problems, which may be 
relevant to our problem of consumer credit. While the structure of 
the proposed uniform act cannot bo determined definitely until the 
completion of the preliminary planning, it is highly likely that draft- 
ing will be concerned with one or more topics in the following phases 
of the consumer credit process : 

(1) The prenegotiation phase — activities such as advertising de- 
signed to place the consumer and credit supplier in contact with each 
other. 

(2) Negotiating phase — the process in which the consumer and 
credit institution work out and agree upon terms of a specific credit 
arrangement, limited by whatever maximum terms existing legislation 
imposes. 

(3) Formalizing phase — reduction of the terms, agreed upon to a 
form and the manner prescribed by statute in which the form must 
appear to the consumer and credit institution, and regulations of sig- 
nature by the consumer and delivery of a.copy to the consumer. 

(4) Performing phase — concerned with such matters as the priv- 
ilege of prepayment, the requirement of receipts for the consumer ; the 
privilege of the credit supplier to assign the credit. to another credit 
supplier ; the regulation of the documents to bo delivered to the con- 
sumer on full performance of the contract. 

(5) Collecting or liquidating phase — consideration of the remedies 
available on default such as repossession, garnishment, wage earner 
bankruptcy and wage assignments. 

(6) Statutory enforcement phase — sanctions to observe the regu- 
latory statute. 

Most of the existing statutory material is concentrated in phases 
2, 3 and 6. We suspect that much of the existing economic research 
will be found in phases 2 and 5, concerned, for example, with the prob- 
lems of the cost of supplying credit and. the profits of credit suppliers, 
particularly of the profits of the marginal supplier. We propose to 
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find out what sociological research has been undertaken which is 
relevant to all of the phases listed above, and any others if there should 
be others. For example, sociological research concerned with con- 
sumer behavior may, on analysis, give insight helpful in drafting leg- 
islation. We propose to analyze both the published sociological ma- 
terial and the material available, perhaps under the guise of “market 
research” in the offices of such suppliers of credit as Household Fi- 
nance, Beneficial Finance and Sears Roebuck. We believe that we 
will be able to get access to these private studies. For the purpose of 
collecting and analyzing the sociological material, we believe we will 
need $4,000 to compensate the sociologist doing the analysis, and a 
legal consultant to help direct his analysis, and to pay the cost of 
typing, and any transportation to the sources of the materials which 
may be necessary. This is stage one of the preliminary planning as 
we envisage it. 

Stage two proceeds with the material collected from the law, eco- 
nomic and sociological resources. This stage consists of the prepara- 
tion by a lawyer, economist and sociologist of a monograph outlining 
a recommended scope and structure of a proposed act in the field of 
consumer credit based on an analysis of the three separate papers 
previously prepared, and a monograph which points out the policy 
decisions which must be made by the Rational Conference in resolving 
any of the problems disclosed by the literature. This monograph 
would also point out the areas where the existing and available re- 
search seems to be inadequate, and it would recommend types of eco- 
nomic and other social science research, which has not been undertaken 
and which would be of major importance as an aid in drafting new 
legislation. As we envisage this report, it would formulate problems 
to the solution of which well constructed sociological or economic ex- 
periments might contribute. For stage two of the preliminary plan- 
ning, we estimate that we will need $8,500 to compensate the law pro- 
fessor, economist and sociologist in preparing this monograph, to 
finance one or two meetings of these three persons, and to pay the cost 
of duplicating enough copies to be made available for the third stage 
of the preliminary planning part of the consumer credit project. 

The third stage would be a meeting or conference of the special com- 
mittee of the National Conference of Commissioners on Uniform State 
Laws in charge of drafting consumer credit legislation, the lawyer 
economist and sociologist reporters mentioned in the preceding para- 
graph, and experts in the field from among consumers counsel of var- 
ious state governments, labor unions, settlement houses or other wel- 
fare agencies, banks, personal finance companies, small loan companies, 
credit unions, and retail stores using revolving credit where the mono- 
graph previously prepared would be considered. As a result of this 
conference or meeting, the special committee of the Commissioners 
and the draftsmen would then prepare a statement outlining the areas 
they propose to cover in drafting legislation and recommending addi- 
tional research directed toward finding answers or insights to specific 
problems. For this stage of the project the National Conference of 
Commissioners on Uniform State Laws needs $4,500 to cover the cost 
of transportation and attendance at the meeting, preparation of notes 
and a report of the meeting, and the cost of duplicating the necessary 
copies of the statement resulting from the meeting. 
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The time schedule for the project would be to complete the three 
stages not later than October 1. We will commence work on stage one 
almost immediately. Stage two should be begun in June, if not before, 
and completed as soon thereafter as possible. Ideally, we would like to 
complete stages one and two so that the Conference referred to in 
stage three could be held in conjunction with the Annual Meeting of 
the National Conference of Commissioners on Uniform State Laws in 
New York City from August 3 to August 8. For various reasons, such 
as duplicating time and the difficulty of securing additional hotel ac- 
commodations in New York for the advisers not otherwise attending 
the Bar Association meetings in New York, it may be advisable to 
postpone this meeting of advisers until September. 

The process of selecting competent academic personnel for the 
project is now under way. As Executive Director of the project, 

I have been obtaining necessary information and consulting with 
my colleagues in the world of law professors on which to make rec- 
ommendations to the special committee of the Conference. For the 
lawyer and economist members of the panel of reporters, we are, at 
the moment, actively considering Professors William Ilogan of Cor- 
nell Law School, and William Warren of the Law School of the 
University of California at Los Angeles, and Robert Johnson of the 
Graduate School of Business Administration at Michigan State Uni- 
versity. Professor David Caplovitz of the National Opinion Research 
Center and the Department of Sociology of the University of Chi- 
cago, and Professor Hans Zeisel of the Law School of the University 
of Chicago, are helping the Director prepare a list of possible sociol- 
ogists for that part of the project. At the moment, we have no list of 
names to report, but are proceeding to prepare one. 

To summarize: For the three stages of the preliminary drafting 
to be completed by October 1, the National Conference of Commis- 
sioners on Uniform State Laws needs $17,000 to pay the out of pocket 
cost of the studies and meetings. No sum is included for overhead. 
Stage one, consisting of the preparation of an analysis of existing 
sociological literature would cost, we believe, $4,000. Stage two, the 
preparation of a monograph outlining what the proposed legislation 
and research should consist of, would cost $8,500. Stage three, con- 
sisting of a conference of a special committee of the Commissioners, 
the lawyer economist and sociologist reporter, and experts in the field 
would cost, we estimate, $4,500. 

If it would be helpful to you for me to supply additional informa- 
tion, I would be glad to do so, and also if it would be helpful, I would 
be glad to arrange a trip to New York to consult with you. I do hope 
the Russell Sage Foundation will contribute to this project, which 
in my opinion will serve the public interest, particularly as part of a 
much larger program of dealing of some of the problems of poverty 
and ignorance. 

Yours truly, 

Allison Dunham, 

Executive Director. 
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January 10, 1964. 

A Project tor a Uniform Law on Consumer Credit 

The National Conference of Commissioners on Uniform State Laws 
proposes to prepare for submission to the states a uniform or model 
act or series of acts on all aspects of consumer credit, including retail 
Thc^nr - Sma11 loans 4 P er80nal loans, bank loans arnf usury, 
aid for Sis projecl 3 m6morandum 18 to submit a proposal for financial 

to^ekfuuds e t ! 1 r ? m magnltude of the F°i ecfc > the Conference intends 
u • d f many sources, including members of the financial 
and business community involved with consumer credit. The project 

coioTr/ Sn resp °r blllt ^ of tbe Conference and is subject to its 
control. It will use its regular drafting procedures, which include 
for major projects, the appointment of draftsmen, research associates 

bet T/rS S ^ direCti0n ° f tbe s P ecial committee will 

be in charge of the project from research through completion of the 
final draft to be submitted to the states. The conclusions on which 

tv! ofun SZ §B? 7 111 be fc fe° f the Conference of Commission- 
ers on Uniform State Laws. While experts from many groups in- 

cludmg special interest groups will be consulted frequent]!, the Con- 
ference makes the decisions as to the form and content which anv 
proposed legislation takes. While any social science and other re- 
search undertaken for this project will be used by the Conference in 
making decisions about the nature and scope of the legislathm anv 

fereme ot ' Iffb^P lU p be avai j abl ® for Publication either by the Con- 
ference or, if the Conference decides not to publish the results of such 
research, by the persons engaged in the research. 

rese^chThfcb u^vS e J eS • J at pe - rS ° n ? and foundations encouraging 
research which may be significant m solving major problems of urine 

living should be interested in this project for it involves an area of 
kw which touches the lives of almost all of the Amlrica! people* 

w e th 10J - C m h ° Ul ! als 1 °, commen d itself to those interested in improv- 
ing the rights and welfare of the less fortunate members of Set! 
Those interested in developing effective consumer and worker educa- 

fn fh Pr0grai i 1S ^ Slgn | d bol P workers and others adjust more easily 
to the complexities of urban living should also be interited fn both 
the research necessary for the project and the objective of the project— 
a simplified and understandable consumer credit law. For the above 
reasons and for the reason a comprehensive and objective attack on 
e problems of consumer credit through sound legislation may help 

SppoSprojS ^ memb<,1 ' S °' tte ind '' str ? 
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Before outlining the project a few words should be said about the 
nature of the National Conference of Commissioners on Uniform State 
Laws and its method of drafting uniform laws. 

I. NATURE OF THE NATIONAL CONFERENCE OF COMMISSIONERS ON UNIFORM 

STATE LAWS 

The National Conference of Commissioners, on Uniform State Laws, 
although housed in the American Bar Center in Chicago, is a complete 
independent association of state officials, the Commissioners on Uni- 
form State Laws appointed by the governors of each state. It pro- 
motes uniformity in state laws on all subjects where uniformity is 
desirable and practicable and it effectuates this purpose by drafting 
and proposing uniform laws which are then recommended for general 
adoption by all states. Contributions or gifts to the Conference are 
contributions to or' for the use of state government for exclusively 
public purposes and are therefore, according to the Internal Revenue 
Service, tax exempt or deductible. . 

The Conference, organized in 1892, is one of the oldest organizations 
encouraging interstate cooperation. A confusion of laws among the 
several states presents in many fields a deterrent to the free movement 
of goods, credit, services, and persons between the states and restrains 
full economic and social development. Such confusion frequently 
generates pressures for federal intervention to. compel uniformity. 
The Conference, organized to promote uniformity among the states 
by voluntary action of each state government, has drafted in the al- 
most seventy-five years of its existence over two hundred uniform 
laws, many of which have been widely enacted. Probably, the single 
greatest achievement of the Commissioners is the Uniform Commercial 
Code promulgated in 1957 and now adopted by twenty-eight states and 
the District of Columbia. This Act, prepared in cooperation with the 
American Law Institute and with financial support from the Maurice 
and Laura Falk Foundation and many financial and commercial inter- 
ests, consolidates and modernizes a number of earlier Uniform Acts 
and simplifies and expedites interstate commerce without the interven- 
tion of any federal act. _ ... 

The Conference, however, has not limited its activities to the com- 
mercial field. It has drafted uniform and model acts on many prob- 
lems that might be characterized as social problems of modem urban 
society. Thus, the list of acts currently available for adoption by the 
states includes acts on such subjects as. adoption, desertion ami non- 
support, criminal extradition, postconviction procedure, acts for the 
defense of indigent persons in criminal proceedings and acts concern- 
ing uniform rules for voting by new residents. Currently the Confer- 
ence has under consideration the question whether it should draft uni- 
form acts on civil rights, and adequate representation of aged and in- 
competent individuals in the assertion of small claims to pensions and 
other similar payments. 

The drafting procedures of the Conference and the nature of the 
Conference itself tend to encourage full and non-partisan considera- 
tion of controversial subjects. The governors of the states have ap- 
pointed lawyers, judges, and law school professors as Commissioners 
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so that a wide representation of the legal profession is secured among 
the Conference personnel. With respect to drafting the Conference 
lias always emphasized active participation by the Commissioners 
themselves. If the Conference decides to take up a subject, a special 
committee of state commissioners is appointed to prepare a draft of an 
act. Sometimes the draft is prepared by a Commissioner, but for 
longer and more complicated acts such as the proposed Consumer 
Credit Act, it has been customary to secure the help of expert drafts- 
men, usually law professors. In addition, the Commissioners seek 
advisors from experts in the field under consideration. Tentative 
drafts are not submitted to the Conference for consideration until they 
have received extensive consideration by the advisors and by the spe- 
cial drafting committee of the Conference. Unless otherwise author- 
ized by the Executive Committee, a draft act submitted to the whole 
Conference must be discussed and considered section by section by at 
least two annual meetings before the Conference may decide by a vote 
of states whether to promulgate the draft as a uniform or model act. 

At its Annual Meeting in 1963, the Conference took additional steps 
to insure full and deliberate consideration of all matters under con- 
sideration by the Commissioners. As a result of this meeting, the 
Conference has appointed an Executive Director to supervise, arrano-e 
for and organize necessary research in connection with subjects on 
which the Conference is considering drafting uniform legislation 
and to attempt to bring before the Conference all relevant policy 
matters involved in any legislation. Professor Allison Dunham, of 
the Law School of the University of Chicago, is the first to hold the 
post of Executive Director. He has been a draftsman for the Com- 
missioners for several of their recent acts including part of the Com- 
mercial Code. Through his association with the University of Chicago 
Law School, and through his own research activities, he has acquired 
a sound knowledge of the use of the research techniques of the be- 
havioral and economic sciences as an aid in legislative drafting. The 
social science research activities of the Commissioners will, of course 
not be limited to the University of Chicago Law School, but the Con- 
ference proposes to make use of the economic and other social science 
research and personnel wherever available. 


II. THE CONSUMER CREDIT PROJECT 

As has been stated earlier in this memorandum, the National Con- 
ference of Commissioners on Uniform State Laws proposes to prepare 
for submission to the states a uniform or model act or series of acts 
on all aspects of consumer credit, including retail installment sales, 
personal loans, bank loans, and usury. The importance of this project 
cannot be overstated. The impact of consumer credit on retail sales 
and production and the consequent impact on the Nation’s economy 
is reflected m the space devoted to consumer credit in almost any 
economic analysis of the Nation. The total dollar volume of consumer 
credit m 1963 was approximately $60,000,000,000, and if residential 

* 9 onnnnoAoonn S th , is fi S ure consumer credit approaches 

1^00,000,000,000. With the phenomenal increase m the number of 
families living in single family housing in the past twenty-five years, 
a larger and larger percentage of society is becoming involved in 
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acquiring consumer’s durable goods, which in another era might have 
been acquired only by others. According to a Federal Reserve Board 
survey in 1959, 55 per cent of the Nation’s consumers who purchased 
furniture or major household appliances in 1958 used credit. The users 
of consumer credit are not limited to middle and upper income buyers. 
Low income consumers including those receiving public assistance— 
those earning less than $6,000 — used credit for from 58 to 65 per cent 
of such purchases. The direct extension of credit to consumers to 
purchase durable goods brings consumers into contact with suppliers 
of credit, which, in turn, gives the marginal operators a chance to 
take advantage of uninformed consumers. 

A study by David Caplovitz entitled “The Poor Pay More (The 
Free Press, Gflencoe, 1963) suggests that the abuses in consumer credit 
are symptomatic of the major urban problems of adjusting the rela- 
tionships of immigrants (for example those from Puerto Rico) to a 
new society and between Negro and White citizens in our population. 

An attack 'on the problem of consumer credit can therefore be viewed 
as a facet in any comprehensive program attacking urban problems ; 
perhaps, as important as research and activity attempting to attack the 
housing problem, urban education and legal aid for the indigent, all of 
which are now the concern of foundations and public spirited citi- 
zens and business establishments in our society. 

In the early 1900’s when the Russell Sage Foundation pioneered 
research and legislative drafting in the field of consumer credit, the 
volume of consumer credit was less than $1,000,000,000, and there were 
almost no financial institutions engaged in lending money to con- 
sumers. Retail stores marketed their merchandise either for cash or 
on a short term open charge account basis. There were few, if any, 
laws addressed specifically to consumer credit. The then existing 
legislation was limited to a general usury law in most states applicable 
to all kinds of credit and to a chattel mortgage law regulating the 
method of foreclosing or liquidating a defaulted secured debt. 

When the Commissioners on Uniform State Laws began drafting 
in the middle 1940’s of a Uniform Commercial Code, in cooperation 
with the American Law Institute, it was necessary to have an article 
on secured commercial transactions. By that time, there had been 
a substantial increase in the number and type of institutions par- 
ticipating in consumer credit and in the number and type of legal de- 
vices available for use by the creditor. Retailers, who formerly sold 
only for cash or on open charge account, now offered also financing 
arrangements that involved installment payment of the purchase 
price. There were also small loan companies, largely the creature of 
the statutes pioneered by the Russell Sage Foundation study. Com- 
mercial banks which at an earlier time had limited their consumer 
credit services to unsecured loans or real estate mortgages on resi- 
dences, now purchased installment paper from retailers, and in addi- 
tion w r ere making direct installment loans, secured and unsecured, to 
consumers ; sales finance companies established in the second decade 
of the 1900’s to purchase consumer installment paper taken by auto- 
mobile dealers were now purchasing all kinds of consumer installment 
paper for both durable goods and services. Credit unions, first orga- 
nized in the early 1900’s competed with all of the above for the con- 
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sumers credit business. In the late 1940’s building and loan associa- 
tions, traditionally limited to loans on security of real estate were be- 
ginning to encourage consumers to borrow from them for the purchase 
of durable goods or for the purchase of home improvements. 

Of particular significance to the Commissioners on Uniform State 
Laws m preparing the Uniform Commercial Code was the develop- 
ment of different types of secured credit arrangements to compete with 
the traditional chattel mortgage. Chattel mortgage legislation which 
in many states had become too confining to permit use in the mer- 
chandising of goods were now supplemented by legislation concern- 
ing conditional sales contracts, trust receipts, bailment-leases and many 
other.credit arrangements, some of which differed among themselves 
only in the proprietary names given to them by their inventors. In 
Article 9 of the Uniform Commercial Code, the differences in legal 
and technical form in these different security arrangements were elimi- 
nated and lenders and creditors were freed from the strait jackets of 
earlier chattel mortgage legislation by the establishment of one se- 
curity devise with differences only to meet the needs of different func- 
tions of credit. 

. The draftsmen of the Uniform Commercial Code also observed that 
in the 1940’s the states were beginning to enact laws in the field of 
consumer credit. Sometimes these laws resulted from efforts of a 
particular part of the credit industry to escape the strait jacket of 
rigid statutory limits on rates of interest or charges for the use credit. 
Frequently these laws also resulted from efforts to eliminate or curtaii 
abuses in the consumer credit fields. Some bills and legislation ap- 
peared to be the result of attempts to make the subject a “political foot- 
ball ’ for legislators looking for a “popular cause.” Economists, 
sociologists and others were beginning to undertake research projects 
examining various aspects of consumer credit including details of 
motivation, characteristics of consumer-debtors and the effects of credit 
on the purchasers.. Both the law and the research projects seemed 
at this time to be in a highly undeveloped state with no clear trend 
or pattern emerging. The draftsmen of the Uniform Commercial 
Code recommended to the Commissioners that the Commercial Code, 
already a massive project, should not be burdened with an area of the 
law, not only controversial, but in such a state of flux and uncertainty 
as to defy at that time reasonable classification. Partly for this rea- 
son and partly because of the shortage of money, the Commissioners 
and the American Law Institute accepted the recommendations of 
the draftsmen that a uniform regulatory law concerning consumer 
credit be omitted from the Code and for the time being postponed. 
Accordingly, Article 9 of the Commercial Code attempted only to 
simplify the general rules concerning rights and duties of secured 
creditors and debtors. 

That this decision was well taken at the time can be seen from the 
rapid development in numbers and types of law in the states regu- 
lating consumer credit since the Commercial Code was drafted. What 
is now. clear to the Commissioners, however, is that the same serious 
°T° n: ^ S ^ 0:a resi . x ^ing from different forms of credit transaction before 
the Commercial Code was drafted now exists in the myriad of laws 
regulating consumer credit. Thus, in some states there may be a 
general usury law and a secured credit law, but in addition a special 
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]aw for installment loans made by banks ; another such law for fastaU- 
meat loans made by a licensee under a small loan law , and a iurtner 
law concerning loans made by credit unions. 

be in the same state a special law concerned with instalment cred . t 
transactions to finance the purchase of automobiles, mother law con- 
cerned with installment credit to finance the purchase of home improve- 
ments and even in the same state a general retail installment sales . 

which overlaps these others. „ 

When the Committee on Scope and Program of the Gommissione 
began to reconsider the question whether it should undertake drafting 
a uniform law in the field of consumer credit, it quickly became obvious 
that the project was more substantial than the present mganization 
and limited resources of the Commissioners permitted. As a prelimi- 
nary step, the Conference sought the aid of the American Bar round 
tion in undertaking the necessary legal studies and the Foundation 
has now made available to the Conference a complete survey of the 

on Scopo und Program and to the 
Special Committee appointed to draft a uniform act on consumer 
credit that much more was needed in order to have full consider at 
of all policy matters involved m such a complex topic. A quick ex- 
amination of the complex regulatory laws passed in many of the states 
and of some of the literature on the subject would indicate that many 
of the laws may actually work against the objectives of the legislation. 
While much of the recent legislation is founded on the belief that the 
consumer lacks sophistication about credit ; that he is ignorant o 
?he complexities of commercial and credit law; that he is psycho- 
logically and economically in an inferior •bargaining position when he 
enters upon credit negotiations it would appear that much of th 
legislation is drafted without any clear understanding of the cost 
of supplying credit. Furthermore, the legislation in many cases re- 
flects lack of discernment as to the characteristics of consumers who 
are psychologically or economically in an inferior bargaining position 
and the characteristics of persons who supply goods services and credit 
to this level of society. As a result of a failure to give discriminating 
consideration to these problems many regulatory schemes do not give 
thought to the impact of the scheme on transactions of consumers ana 
creditors who are not participants in the arena where abuses and over- 
reaching occur. For example, have we adequately considered the lull 
disclosure” aspects of some of these laws in light of marketing prac- 
tices of some merchandisers in order to determine whether regulation 
of credit, rather than regulation of merchandising is the best way to 
attack the observed abuses? On a much simpler level, have we con- 
sidered whether larger and blacker type at the beginning of the credit 
contract or at its end communicate to the consumer that which the 
sponsors of the legislation think essential for him to make a rational 

■* Another important area where information is either inadequate 
or not fully analysed concerns the “cost” of credit. Much of the exist- 
ino- legislation takes the form of a special exception to an ancient 
usury law and permits various categories of lenders to charge tor 
credit more than the ancient rate, but still within some statutorily 
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imposed maximum. Do we know what the impact of this maximum is 
on the availability of credit for various types of consumers ? On the 
amounts actually charged the consumer, if there is competition for the 
l ’ 0l ’, s1:ilTiers merchandising and credit business? Is there a need for 
dinerent statutory maximums for different methods of supplying 
credits.- Are there any criteria determining where competitive 
torces will not produce a charge for credit less than the statutory 
maximum : II hy is it, that for some kinds of credit sales such as 
the sales of new automobiles or farm machinery the market rate for 
tiie cost of credit seems to be less than the statutory maximum, but 
lor other types of consumer credit transaction the market effective rate 
tends to be that of the statutory maximum ? 

A quick examination of the multitudinous legislation in the sub- 
ject also indicates that inadequate consideration has been given to the 
most effective and efficient way of enforcing the regulatory laws with- 
out at the same time “drying up” reputable sources of credit. These 
and other questions must be examined by the draftsmen before any 
decision about what to recommend for legislation can most rationally 
bo made. J 

Conference needs funds with which to undertake the project of 
studying consumer credit and drafting legislation to meet the needs 
tor legislation. The Conference has already appointed a drafting 
committee of Commissioners entitled “Special Committee on Retail 
Installment Sales, Consumer Credit, Small Loans, and Usury.” This 
Committee has the following membership : 

A1 ^ re £ f • B ™ r g e L Esq-, Chairman, 1525 Marine Trust Building, 
Buffalo 3, New York. 

Walter D. Malcolm, Esq., 458 Federal Street, Boston 10, Massa- 
chusetts. 

George R. Richter, Jr., Esq., 458 South Spring Street, Los An- 
geles 13, California. 

Dean Russell N. Sullivan, College of Law, University of Illinois, 
llrbana, Illinois. 

William H. H ood, Esq., 210 Walnut Street, Harrisburg, Penn- 
sylvania. 

The Executive Director of the Conference working with this Special 
Committee will endeavor to secure from among competent academic 
personnel, lawyers, economists and sociologists who will be “co- 
reporters in charge, in the first instance, of evolving the framework 
of the proposed legislation; of analysing the existing economic and 
sociological surveys relevant to the consumer credit project; and rec- 
ommendmg additional research where this appears to be necessary. 

« ^ aS ^ een a substantial amount of research work done in the 

held of consumer motivation and comprehension and in the field 
of describing the characteristics of consumers who appear to need 
protection against abuse. There has also been a considerable amount 
of research work done as to the cost of credit. An urgent task for the 
draftsmen therefore is to examine this literature with an eye as to 
what it contributes to decision making about the nature and scope 
of legislation on the subject. _ To the extent that this existing re- 
search should be found to be inadequate, specially designed research 
projects should be undertaken to provide the necessary information. 
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The Commissioners believe that the research activities of the economic 
and sociological disciplines have proceeded so far that compilation and 
analysis of the results of existing research rather than the commence- 
ment of new original research projects may be sufficient to enable the 
Commissioners to identify the problems clearly and to formulate the 
needed policy conclusions. At a minimum, an analysis of existing 
material will help determine whether new research expressly under- 
taken as an aid to legislative drafting must be ‘undertaken. 

If further research is necessary, the Conference will employ com- 
petent researchers or, if funds are available, the Conference will make 
use of such research organizations as the Bureau of Applied Social lie- 
search at Columbia University, the National Bureau of Economic Re- 
search, the National Opinion Research Center at the University of 
Chicago, and the Survey Research Center at the University of 
Michigan. 

While such research is proceeding, the co-reporters will proceed to 
set forth for consideration by advisory committees and Commissioners 
the basic policy issues for which conclusions must be reached in order 
to proceed with drafting. Before presentation of those issues to the 
Conference as a whole, the special committee, the advisory committees 
and the draftsmen will have numerous meetings in which an attempt 
is made to clarify the issues and to reduce the real issues of conflict 

to a minimum. . , _ „ 

A key factor, therefore, in the drafting procedure ot the Commis- 
sioners will be the provision of adequate funds for the appointment 
and assembly of one or more advisory groups to advise the reporters 
and the special committee both on policy matters and on practical de- 
tails of operation of the industries involved. The advisory commit- 
tees will consist of individuals from banks, finance companies, retail 
installment sellers, small loan companies, credit unions, consumers 
organizations and representatives in order to acquaint the Commis- 
sioners with the differing points of view and in order to iron out, it 
possible, areas of apparent conflict where consensus can in reality be 
obtained. These advisory committees will meet regularly with the 
draftsmen and the special committees of the Conference. _ 

The target for asking the Conference to approve finally a draft 
law for submission to the states is the Annual Meeting in 1966, m 
time for the major legislative year of 1967. The ability of the Con- 
ference to meet this time schedule depends on the adequacy of the 
funds which the Conference is able to secure. 

To recapitulate : The Conference believes that a nonpartisan leg- 
islative attack on the problem of consumer credit should be viewed 
as an effort worthy of financial support both because of the im- 
portance of consumer credit to the economy of the United States and 
because of the importance of reducing or eliminating opportunities 
for abuse and overreaching from the anxieties and insecurities which 
at best are associated with the efforts of an urban worker and his family 
to advance in providing for their material wants. 

Allison Dijnham, 

Executive Director, National Conference of Commissioners on 
Uniform State Laws, American Bar Center, 1155 East 
Sixtieth Street, Chicago, Illinois. 

39 - 915 — .84 24 
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Re: IT :TS :EO. 
FV. 


July 18, 1952. 


Facts Forum, Inc. 

Exemption Application. 

Commissioner of Internal Revenue, 

U.S. T reasury Department, 

W ashington, D .C . 

Sir : We transmit herewith exemption application of Facts Forum, 
Inc. on U.S. Treasury Department Form No. 1023, and other informa- 
tion and materials hereinafter listed, as requested in your letter of 
January 7, 1952. Facts Forum is a nonpartisan, nonprofit organiza- 
tion for adult education. Its purpose is to conduct an orderly study 
of the art of living and the science of government. It does this 
through the medium of small forum study groups, periodic polls posing 
the questions for study and debate, and a free circulating library. 

The small study groups, called forums, meet once or more each 
month to study and discuss the questions submitted in the periodic 
polls.. Each forum conducts its own meetings, decides the particular 
questions it will study, and arranges for its own speakers and debaters. 
The forums are composed of recommended maximum memberships of 
49 or less — small enough to encourage discussion and participation on 
the part of each member, yet large enough to provide diversification 
in opinion and. experience. Each forum meets in a place of its own 
selection, e.g., in homes, schools, churches, court houses, city halls, 
office buildings, civic centers, etc. The public is invited to all forums 
meeting in. public places. All questions are discussed as fully as the 
time permits. Most meetings last approximately two hours. Every- 
one is encouraged to join in the discussion and give everyone else the 
benefit of his study and research on the subject and opinions derived 
therefrom. A description of a forum meeting may be found in an 
article appearing at page 18 of the April 23, 1952 issue of Pathfinder 
Magazine attached hereto as Exhibit “D— 4”. Facts Forum does not 
attempt in any manner to influence the vote or study on any of the 
questions submitted in the poll or on any other question. 

A more complete statement of the organizational structure of Facts 
Forum and its educational program will be found in the Prospectus 
attached hereto as Exhibit “D-l”. 

The periodic polls lend an overall integrating and coordinating in- 
fluence to the program, as well as to provide an invaluable service to 
our law makers. Copies of the polls will be found in Exhibits “H-l” 
through “II-4” attached hereto ; and the results thereon will be found 
in the Facts Forum NEWS attached hereto as Exhibit “F— 1”. 
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The third leg of Facts Forum’s educational program is its free cir- 
culating library. Facts Forum does not endorse any of the facts or 
opinions contained in any of the books in the library but makes such 
books available to the public to provoke thought and encourage addi- 
tional reading on the subjects discussed therein. Such books anoid 
the participants a point of departure for their study and research on 
many of the questions submitted in the polls. A list of the books m 
the library is attached hereto as “Exhibit “G— 1”. The circulation sys- 
tem for such books is explained in the insertions therefor, attached 
hereto as Exhibits “G-2” through “G-4”. 

Lists of magazines and other periodicals subscribed to by h acts 
Forum are attached hereto as Exhibits ‘‘G-5”, “G— 6”, and G— 7 . 

Dan Smoot, Facts Forum coordinator, has a fifteen minute pro- 
gram over the Texas Quality Network at 9 :45 p.m. each Friday night, 
which is rebroadcast by 30 additional stations. On each program Mr. 
Smoot discusses the respective sides of a question submitted in the 
poll, impartially devoting one half of the allotted time to relating the 
arguments advanced by those supporting one side of the question and 
using the other half to relate the arguments advanced by those sup- 
porting the other side of the question. Transcripts of such programs, 
mailed out each week to those who request them, are attached hereto 

as Exhibit “I”. , , 

Facts Forum’s awards program is explained on the leaflets attached, 
hereto as Exhibits “E-P and “E-2”. The recipients of such awards 
are announced in each issue of the Facts Forum NEWb, Exhibit 
“F-l”, to which reference has hereinabove been made. 

The names of the officers of Facts Forum, forum conductors and the 
salaries paid to each are listed on Exhibit “B”, attached hereto. Only 
the coordinators and secretaries receive salaries from Facts Forum. 

Additional and miscellaneous information, which may be pertinent 
and helpful, is also included in the brochure attached hereto. 

Very truly yours, _ 


Kobert H. Dedman, 

President. 
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Exhibit 31 


U.b. Ireasury Department, 
Oeeice oe the Director of Internal Revenue, 


Mr. Robert H. Dedman, 

President , Facts Forum , Inc., 

730 Mercantile Securities Building, 
Dallas , Tex. 


Dallas , Tex., October 5, 1953. 


Dear Mr. Dedman : I have been directed by the National Office of the 
Internal Revenue Service to make an investigation of the activities 
ot b acts Forum, Inc. with a view to determining whether or not the 
organization is entitled to retain its exempt status under Sec. 101(6) 
Internal Revenue Code and Sec.. 29.101 (6)-l of Regulations 111. 

To supplement the information you have previously submitted, 
would you please furnish the following items? ' 5 

Copies of Facts Forum News issues from the beginning of the pub- 
lication through September 30, 1953 except Vol. 1, issues 2, 3, 4, 6, 7, 
and 8 which were previously submitted.) ' 

A list of the books and periodicals presently available in the Facts 
b orum library. 

The last detailed statement of income and expenses in the file is 
for the period ended June 30, 1952. Would you therefore furnish a 
similar statement for the period since June 30, 1952? 

From our telephone conversation of today I understand that tran- 
scripts of most of your radio and television programs are published in 
b acts Forum News. 

^ P° ss ^ e J.I would like to secure for transmission to the National 
Office transcripts of all programs presented through September 30. 
1953 which were not published in Facts Forum News. I enclose here- 
with a list of transcripts which were previously filed. 

I have prepared the above list of desired information in accordance 
with our telephone conversation of today. If you will let me know 
when you have assembled these items, I will call on you at your office. 

Very truly yours, ‘ 

Gordon S. Moore, 
Internal Revenue Agent. 
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Radio Transcripts — Copies Previously F iled 


Station or 

1951 : 1 network 

October 5 WFAA. 

October 12 WFAA. 

October 19 WFAA. 

November 2 WFAA. 

November 9 WFAA. 

November 16 WFAA. 

November 23 WFAA. 

November 30 WFAA. 

December 7 WFAA. 

December 14 WFAA. 

December 21 WFAA. 

December 28 WFAA. 


Station or 

1952 : 1 network 

January 4 WFAA. 

February 8 TQN. 

February 15 TQN. 

February 22 TQN. 

February 29 TQN. 

March 7 TQN. 

March 14 TQN. 

March 28 TQN. 

April 4 TQN. 

April 11 TQN. 

May 2 TQN. 

May 23 . TQN. 

June 6 TQN. 

June 13 TQN. 

June 20 TQN. 

June 27 TQN. 

July 4 TQN. 


1 The year is not shown on some of the transcripts but apparently they covered 
the latter part of 1951 and the first half of 1952. 
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Exhibit 32 

Facts Forum, 

tt o Dallas, Tex., October 9, 1953. 

U . b. TREASURY Department, 

Office of the Director of Internal Revenue, 

2101 Pacific Avenue, 

Dallas, Tex. 

(Attention : Mr. Gordon S. Moore, Internal Revenue Agent) . 

Dear Mr. Moore : We are transmitting herewith the following items 
requested m your letter of October 5, 1953. Such materials will sup- 
plement those previously submitted by us under cover letter dated 
July 18, 1952. 


Materials transmitted herewith : 

1. Copies of Facts Forum NEWS — Vol. I, Nos. 5, 8, 9, 10, 11, 12 

13,15. Vol. II Nos. 1,2, 3, 4, 5, 6, 7, 8, 9. ’’’’’’ 

2. A list of the books and periodicals presently available in the 

F acts F orum library. 

3. Copies of Facts Forum, Inc., Balance Sheets dated September 

1952. and August 31, 1953, copy of Statement of Receipts 
and Disbursements for year ended September 30, 1952, and 
copy of Statement of Receipts and Disbursements for eleven 
month period ending August 31, 1953. 

4. Individual radio transcripts dated July 11, 18, August 1, 8, 15, 

22, 29, September 5, 12, 1952, and numbered 44, 45, 46, 47, 48, 
49, 50, 51, 52, 53, 55 through 66. 

5. Individual TV transcripts Nos. 3, 4, 6 through 16. 

■ i^H^ipts of the other Facts Forum radio and TV programs are 
included in the aforementioned copies of the Facts Forum NEWS 
submitted herewith. 

. Believing that we have furnished all requested and that these mate- 
rials will bring your file on our operations down to date, we remain 
V ery truly yours, 

By R. H. Dedman, 

370 President. 
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Exhibit 33 

XJ.S, Treasury Department, 

Internal Revenue Service, 

District Director, 

Dallas , T ex., J ime 1958. 

In Re : Fiscal Year (s) ended : September 30, 1956. 

Facts Forum, Inc., 

715 Mercantile Bank Building , 

Dallas, Tex. , 

Gentlemen : Our recent examination of your tax liability tor the 
year(s) indicated above discloses that no change is necessary to the 
tax reported. Accordingly, the return (s) will be accepted as filed. 

I want to compliment you on the care which you have shown m the 
preparation of your return (s) . 

Sincei ely yours, Elus Campbell, J r., 

District Director. 
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Exhibit 34 

U.S. Treasury Department, 

Internal Revenue Service, 

District Director, 

r T ^ Baltimore, Md., September 28 , 1962 . 

Life Dine Foundation, Inc., 

620 11 th Street NW., 

Washington, D.C. 

Gentlemen: During the recent examination of your tax liability 
the adjustments shown on the attached statement were proposed You 
did not agree with those marked with an (*). 

If you have since decided to accept these adjustments, we would 
appreciate your notifying the conferee whose name and address are 
shown below. 

In the event you still do not agree to the adjustments, we would like 
to arrange an informed conference to give you an opportunity to 
discuss these adjustments further and to submit additional or support- 
ing information. A member of our staff would represent this office 
at such a conference and he will have full authority to modify the 
proposed adjustments to the extent warranted by law and regulations 
on the basis of the information submitted. S 

s J uch / J conference, please telephone or write within 
ten days from the date of this letter to the conferee assigned. He will 
schedule the conference for a mutually convenient time and place 

We would appreciate your submission of a brief informal statement 
of your position, with supporting information, in advance of the con- 
ference. Although not required, such a written statement would assist 
the confereo.m resolving the issues. If necessary, you may request 
additional time for submitting such a statement when you contact 
the conferee to arrange for the conference. J 

y° u ( } esh j e y° u be accompanied by anyone having knowledge 
of the facts who can furnish information in support of your position 
However, if you want to be represented by an attorney or a ? n agent' 

n0t ;/°V lre P Grs 9? aU y present), he must be enrolled to 
piactice before the Treasury Department and he must file with the 

a P 0WGr o( attorney, m duplicate, authorizing him to act for 
than one taxable year is involved, an exact copy of the 
power of attorney should be furnished for each year 

LCt a taafpiottr glVi ” S ? ° U <laJ ’ S ,vithil1 " Wch “N 
Very truly yours, 

Louis Kaplan, 

372 Conference Coordinator. 
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Enclosure: Statement of Examining Officer's Proposed Adjust- 
ments. 

Name and address of conferee: Mr. Clarence W. F ulcher, Internal 
Eev. Bldg., Eoom 1038, 12th & Constitution Ave., Washington 25, D.C. 
Telephone number : Worth 4; extension 4333. 





con (A 2808 

. l**9i 

STATEMENT OF EXAMINING OFFICER'S PROPOSED ADJUSTMENTS 

INCOME 

TAX 


NAME AND ADDRESS Of TAXPAYER 


Life Line Foundation, Inc. 

620 ns Street N. W. 

'Washington, D. C. pjj 


ITEM 

j * / ' YCAR ENDEO/or periodl 

1 . Adjusted gross or taxable income ''shown on return 

$ 

$ 

$ 

2. Net adjustments as computed below , 




3. Proposed adjusted gross or taxable income 

$ 

$ 

$ 

4. Proposed increase (decrease) and explanation: 


' ' '-CCA 

Vt ,1 ' , < 


$ 

$. 

S 






































It is recommended that the tax exemption gr anted under Se ction ■SOl tcHj S l as an 


educational organization be revoked since it is de em ed that tho or gan iz a iion , 



1(d)(3) of tho Regulations, 




FORM 2808 (Pari I) (7-601 
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Exhibit 35 


Peat, Marwick, Mitchell & Co., 

Certified Public Accountants, 

Dallas, Tex., January 28, 1963. 

Re Life Line Foundation, Inc., 620 Eleventh Street NW., Washing- 
ton, D.C. 

District Director or Internal Revenue, 

12th and Constitution Avenue, Washington, D.C. 

(Attention : Mr. Clarence W. Fulcher) . 

Dear Sir: Reference is made to a conference held in the Internal 
Revenue Service Building, Room 1038, at 10:00 A.M., Tuesday, No- 
vember 20, 1962, in which the following were present : 

For the Internal Revenue Service : 

Mr. Clarence W. Fulcher, Conferee. 

Revenue Agent Santos. 

For Life Line Foundation, Inc. : 

Mr. Don Patterson, Director. 

Mr. Ralph B. Shank, Mr. Clark W. Breeding, Mr. George M. 
Terry, Attorneys in Fact. 

The conference Avas arranged at the request of Life Line Founda- 
tion, Inc., (Life Line), in response to a ten-day letter from the office 
of the District Director of Internal Revenue, Baltimore 2, Maryland, 
dated September 28, 1962, in which the Revenue Agent recommended : 

that the tax exemption granted under Section 501(c)(3) as an educational 
organization be revoked since it is deemed that the organization fails to meet 
the definition of “educational” as defined in Section 1.501(c) (3)-l(d) (3) of the 
Kegulations. 


Upon the completion of the conference, Mr. Clarence W. Fulcher 
requested that Life Line submit a brief in support of their contentions 
before February 1, 1963. Attached is the brief on the questions dis- 
cussed prepared by Mr. Ralph B. Shank, attorney. 

Should there be any question as to the favorable disposition of this 
case, the representatives of Life Line would like an opportunity to 
discuss further any questions that the Conferee might raise. 

Very truly yours, 

Clark W. Breeding, 

A ttorney-in-F act for Life Line Foundation, Inc. 

Copies to : 

Mr. Ralph B. Shank.Mercantile Securities Building, Dallas, Tex. 
Mr. Don Patterson, Director, Life Line Foundation, Inc., Wash- 
ington, D.C. 

Mr. George Terry, 512 American Security Building, Washington, 
D.C. 
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Exhibit 36 

U.S. Treasury Department, 

Internal Revenue Service, 

District Director, 
Baltimore , Md., March 8, 1963. 

Life Line Foundation, Inc., 

620 11th Street NW ., 

Washington, D.C. 

Gentlemen : Your organization (formerly Facts Forum, Inc.) was 
previously granted exemption from tax under the provisions of sec- 
tion 101(6) of the Internal Revenue Code of 1939 (corresponding to 
section 501(c)(3) of the Internal Revenue Code of 1954). 

After an examination of the activities of your organization, a rep- 
resentative of this office recommended that your exemption be re- 
voked. An informal conference was granted with respect to the matter 
and the conferee sustained the findings of the examining officer. 

The recommendations of the examining officer and the conferee have 
been carefully reviewed and approved by this office. 

The matter will be referred to our National Office for consideration. 
You will be granted a hearing in that office prior to any issuance of an 
adverse ruling. 

Very truly yours, 

Irving Maohiz, 
District Director. 


George M. Terry, 

Peat, Marwick, Mitchell & Co., 
512 American Security Building, 
Washington, D.C. 
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Exhibit 37 

LIFE LINE FOUNDATION, INC. 

Names, Addresses and Occupations of Directors at the Close of Bach of the 

Years 1951 Through 1962 

Name Year Occupation 

1951 

Hal B. Barnes, Jr Dallas Power & Light Co. 

Robert H. Dedman Attorney. 

Mary E. Einison Secretary. 

Sam II. Field Attorney. 

Mrs. Sue McCrary Secretary. 

Robert B. Gossett Salesman. 

Marguerite Tankersley PBX Operator. 

1952 

Jack Dale Businessman. 

Hal B. Barnes, Jr Above. 

Warren Gilbert Bank Officer. 

Sam H. Field Above. 

Mrs. Sue McCrary Secretary. 

Robert B. Gossett Above. 

Robert H. Dedman Above. 

195S 

Jack Dale Above. 

Mrs. E. P. Lamberth Housewife and Civic Leader. 

Warren Gilbert Above. 

Joe W. Nash, Jr Accountant. 

Mrs. Sue McCrary Above. 

Robert B. Gossett Above. 

Robert H. Dedman Above. 

1954 

Same as 1953 Board 

1955 

Same as 1954 Board 

1956 

Same as 1955 Board 

1957 

Same as 1956 Board 
376 
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0. H. Dragert Businessman. 

Edward E. Maher Automobile Dealer. 

Earle Cabell Businessman. 

Allen White Businessman. 

D.r. Eidings Lee Physician. 

William F. Billings Attorney. 

John W. Mayo Businessman. 


Same as 1958 Board 


C. H. Dragert Above. 

Edward E. Maher Above. 

H. L. Hunt Businessman. 

James B. Kuykendall Salesman. 

Dr. Eidings Lee Above. 

Henry Clay* Businessman. 

Mrs. Dorothy Franey Langkop Housewife and Civic Leader. 

Dr. Milford O. Bouse Physician. 

Mrs. Kobert Fitch Housewife and Civic Leader. 


C. H. Dragert Above. 

Edward K. Maher Above. 

H. L. Hunt Above. 

James B. Kuykendall Above.. 

Dr. Dan E. Sutherland Physician. 

Henry Clay Above. 

Mrs. Dorothy Franey Langkop Above. 

Dr. Milford O. Eouse Above. 

Mrs. Eobert Fitch Above. 


C. H. Dragert Above. 

Edward E. Maher Above. 

Yale B. Griffis Attorney. 

James B. Kuykendall Above. 

Jerome M. Fullenwider Businessman. 

Henry Clay Above. 

Mrs. Dorothy Franey Langkop Above. 

Dr. Milford O. Eouse Above. 

Mrs. Eobert Fitch Above. 

*AH Board members were residents of Dallas, Texas, except Mr. Henry Clay, 
a resident of Shreveport, Louisiana. 
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LIFE LINE FOUNDATION, INC. (FORMERLY FACTS FORUM, INC.) 
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B. $5,400.00 loan to Life Line Foundation, Inc., from H. L. Hunt, Dallas, Texas, evidenced by promissory note for $5,400.00, dated 
September 16, 1960, and paid in full on May 5, 1962. 
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Exhibit 42 

Reporting on Possible Violations or Laws or the United States 

Officers and employees of the Service are required to be alert to, and 
to report on indications of offenses against the United States regardless 
of the Federal statute involved. Official instructions on this were set 
forth in Manual Supplement 93G-33, dated July 17, 1961, and these 
( instructions are presently reflected in section 9382.7 of the Internal 

Revenue Manual, as follows : 

9382.7 Information Concerning Alleged Offenses Against the 
1 United States. 

In the performance of their official duties, officers and 
employees shall be particularly alert for indications of 
offenses committed against the United States whether they 
pertain to violations of the Internal Revenue Code or to 
violations of other Federal statutes. Information concern- 
ing alleged violations of the Internal Revenue Code shall 
be reported through channels in accordance with existing pro- 
cedures. Upon receipt of information indicating violations 
of Federal laws which are not administered by the Internal 
Revenue Service, officers and employees, other than Alcohol 
and Tobacco Tax personnel, shall set forth in a momorandum 
the pertinent facts concerning the suspected violation and 
promptly forward such memorandum through channels to 
the Assistant Regional Commissioner (Intelligence) for re- 
ferral to the Director, Intelligence Division. The memo- 
randum shall contain the name, address and any known 
aliases of the alleged violator together with a summary of 
available information with respect to the indicated offense, 
including names and addresses of persons, if any, who can 
furnish further details in connection with the matter. 

Upon receipt of information indicating a violation of a federal 
i law not administered by the Internal Revenue Service, the Director, 

Intelligence Division, immediately notifies the Attorney General, in 
writing, of the name of the alleged violator, and the general nature 
of the violation, informing him at the same time that further infor- 
5 mation and cooperation will be provided by the Service upon receipt 

of a request made in accordance with statutory requirements. 

The attached Information Notice 64-34 is a recent example of how 
the procedure is implemented from time to time. (The Directives 
referred to on page 2 of the Information Notice for the Appellate, 
Audit, and Collection Divisions reflect the same requirements as those 
for the Intelligence Division in section 9382.7 of the Internal Revenue 
Manual.) 
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[No. 64-34] 

U.S. Treasury Department, 

Internal Revenue Service, 

August 13, 196 I. 

Information Notice 

Reporting Violations of Section 1952 of Title 18, V. S. Code, Involving 
State Law Bribery Violations 

The purpose of this Information Notice is to call attention of appro- 
priate_ personnel in the Appellant, Audit, Collection and Intelligence 
Divisions to the contents of a letter, dated May 18, 1964, to the Com- 
missioner from Mr. Herbert J. Miller, Jr., Assistant Attorney General, 
as quoted below : 

Department of Justice, 
Washington, May, 18, 1964. 

Hon. Mortimer M. Caplin, 

Commissioner of Internal Revenue , 

Washington, D.C. 

Dear Commissioner: I am writing to you in connection 
with a phase of the enforcement of Section 1952 of Title 18, 

U.S. Code, in which I think the Internal Revenue Service 
may be in a position to be of even greater assistance to us. 

Section 1952, as you know, prohibits the travel in interstate 
commerce or the use of a facility in commerce to promote, 
manage, carry on, etc., of a bribery, in violation of the laws or 
the state in which the bribery occurs or of the United States. 
While the Internal Revenue Service regularly reports to this 
Division any violation of a federal statute which may come to 
its attention in connection with its own investigations, it oc- 
curred to me that where a bribery might occur in violation of 
the laws of a state, the relationship of such criminal conduct 
to 18 U.S.C. 1952 might not be entirely appreciated since this 
is a relatively new statute. Whenever as a result of investi- 
gations or inquiries conducted by your agents any such course 
of conduct is disclosed, I would appreciate it if you would 
have these facts brought to the attention of the Criminal 
Division so that we may give prompt consideration to our 
responsibilities under U.S.C. 1952. 

Sincerely, 

(Signed) Herbert J. Miller, Jr., 

Assista/nt Attorney General. 
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In reporting a violation of Section 1952, the appropriate person- 
nel of the following Divisions will follow the provisions of the current 
directives indicated below : 


Division Directive 

Appellate Division IBM 8(23)32. 

Audit Division IRM 4097. 

Collection Division C.R. 51G-16 to Manual Supplement 

93G-33, dated July 17, 1961 (prin- 

cipal number previously superseded) 
and IRM 240-2.02 (3) a. (d) and 
240-3.02 ( 3) b. 

Intelligence Division IRM 9382.7. 


D. L. Baem, 

Assistant Commissioner ( Compliance ). 
(Official Use Only) 
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Exhibit 43 

Page S 

form 990— A 

RETURN OF ORGANIZATION EXEMPT FROM INCOME TAX 


D.3. Treasury Department 
Internal Revenue Service 

Section 501(c)(3) of the Internal Revenue Code 

1962 

PART II 

For Calendar Year 1962— or other taxable year banning , 1962. and ending , 19 



Part 11 information required pursuant hTbection' 6033(b)' and other applicable sections oi the internal Revenue^ Code must be submitted 
in duplicate as part ol your return. This part will be made available to the public. 


Legal name ol organization Address (number, street, city or town, postal zone, and Stale) 

r ~i 

Please 
type or 
print 
clearly 

L _l 

This return mnt be Tiled on or before the 
15th day of f be fifth month following the 
cloae of the annual accounting period. 
Return min! bo £ Had with (he District Direc- 
tor of Internal Revenue for the dUlrlot in. 
which ia located the principal place of busi- 
ness or principal office of the organization. 

Employer IdenbllcaBon No. 

Line No. 



2. Less: Cost .of goods sold or of operations (Attach schedule) j 










8. Gain (or loss) from sale of assets, excluding Inventory Items (See Instruction 8) 


9. Other income (Attach schedule. — Do not include contributions, gifts, grants, etc. (See line 17.)) 

$ 



DISBURSEMENTS MADE WITHIN THE YEAR OUT OF CURRENT OR ACCUMULATED INCOME 
FOR PURPOSES FOR WHICH EXEMPT, AND ACCUMULATION OF INCOME 

12. Expenses of distributing current or accumulated income from column 4, Schedule A 

13. Contributions, gifts, grants, scholarships, etc. (See Instruction 13) . .Sp.tjsdule 

14. Accumulation of Income within the year {line 10 less the sum of lines 11, 12, and 13) 

S 

s 

$- 

16. Aggregate accumulation of income at end of the year ($ ) 

RECEIPTS NOT REPORTED ELSEWHERE 

18. Less: Expenses of raising and collecting amount on line 17, from column 5, Schedule A 


DISBURSEMENTS MADE OUT OF PRINCIPAL FOR PURPOSES FOR WHICH EXEMPT 


21. Contributions, gifts, grants, scholarships, etc.: (a) Paid out In prior years ($ ) 

(b) Paid out within the year (See Instruction 21). ?VrP.4. 

&le 


Schedule A — Allocation of Expanses (See Instructions) 


1. Hem 

2. Total 

3. Expenses of earning 
grots income 

4. Expenses of 
distributing income 

5. Expenses of raining 
and collecting prinripal 

6. Expenses at 
distributing principal 


1 schedule 






























tedule needei 





(g) Miscellaneous expenses (Attach sch.) 












Fnler on line 11 

Enter on line 12 

Enter on line 18 

Enter on lino 20 
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Exhibit 44 


* 


4 


l 


Form 990-A— 1982 


gchodula B.— BAIiANCE SHEETS (See InetruaHona) 


23 . 

i. 

w'' a. 
a. 


ASSETS 

Cash 

Accounts receivable. 

Less: Reserve for bad debts. 

Notes receivable 

Less: Reserve for bad debts 

Inventories 

Investments In governmental obligations 

Investments In nongovernmental bonds, eta 

Investments in corporate stocks (See Instructions) 

Mortgage loans 

Other investments ( Attach schedule ) 

Depreciable (and deplotable) assets (A Ho o H e ch ed uh s) . . 
, Lees: Reserve for depreciation (and depletion) . . , 

Land 

Other assets ( Attach schedul e) v. . 

Total assets 

LIABILITIES AND NET WORTH 

Accounts payable 

Contributions, gifts, grants, etc,, payable 

Bonds, notes, and mortgages payable. 

Other liabilities (Attach schedule) 

Capital stock: (a) Preferred stock 

(b) Common stock 

Membership certificates 

Principal or other capital 

Reserves ( Attach schedul e) 

Accumulated Income or earned surplus: 

(a) Attributable to ordinary Income 

(b) Attributable to gains from sale of assets 

Total liabilities and net worth 


Beginnini! of Year 


schedule 


Dato o! current exemption letter ...... 

Attach a detailed statement ol the nature ot your business, 
chart to bio, and all other act! Title a. 

Was a Form 990-A filed for Ihe preceding year? □ Yes Q No 

If "Yes," where filed?... r--- r -- ----- 

Have you llled a tax return on Form 990-T tor this year?. . . □ Yes □ No 

If "Yes,’’ where filed?... ....... 

What Is Ihe legal form ol your organization (corporation, 

trust, unincorporated association, etc,)?... ............. — ...... 

In what year was your organization for mod? ........ ........ 

In what Slate or country?. .............. — — . 

If successor to preTlously oxtstlng organization^), give 
name's) and addre safes) of the predecessor organization!*} ...... — ..... 


. 11 you have capital stock issued and outstanding, state with 
respect to each clas* of stock — 

(a) The number of shares outstanding 


(b) The number ol shares held by Individuals. . . . 
(o) The number of shares held by organizations. . 

(d) The number of shareholders at end of year. . . 

(e) Whether any dividends may bo paid 


□ Yes Qh 


n/ 10. 


y ii. 


Have any changes not previously reported lo tho Internal 

Revenue Service been made In your articles of incorporo- , ,-1 

tlon or bylaws or other instruments of similar Import? .... l_l *es LJ No 
If "Yes," attach a copy of the amendments. 


Have you had any sources of Income or engaged In any 

activities not previously reported to the Internal Rovenue | — . I — , 

Service?............ v LJ Ye. U«o 

II "Yes," attaoh dslalled statement. 

■Ar aS.«WBIHVtHTPRIinlHa0ITICJil*J-O-«4B««0 


12. Did you hold any real property for renlalpurposei with respect 

to whloh thore Is an indebtedness incurred In acquiring tho 
properly or In making Improvements thereto or which was 
acquired subject to a mortgage or similar Hen?. , L_! »*■ 
II "Yes," attach detailed statement, 

13. Have you . during the year either advocated or opposed 

(Including the publishing or distributing of statementel . 

any legislation, national, Stale, or local?. I — I ‘°® 

If "Yes," attach a detailed description ol such activities and 
copies of any duoh slateraenls. 


□ No 

□ No 


14. Have 


& during the year participated In, or Intervened In 
ig the publlohing or distributing ol statement) 


r~) Yes □ No 


IB. AflerJutyl, 1050, did— 

The creator of your organization, or 

A contributor to your organization, or 

A brother or sister (whole or half blood), spouse, ancestor. 

or lineal descendant ol such creator or contributor, or 
A corporaUon owned (50 porcont or more of voting slock or 
50 percent or more of value of all stock) directly or 
Indirectly by such creator or contributor 

(a) Borrow any part of your income or corpus? 

(b) Receive any compensation for personal services from 

(o) Have any pari of your services or assets made avail- 
able to him? 


n Yes 

□ Yes 

□ Yes 


(d) Purchase any securities or other property from you?. . □ Yes 

□ Yes 

□ Yes 


(e) Sell any socurilles or other property to you? □ Yes 

(I) Receive any of your Income or corpus In other trans- 
actions? 


□ No 

□ No 

□ No 

□ No 

□ No 

□ No 


I! answer to any question ts "Yes,” attach detailed statement 
unless previously reported. 

16. Do you hold 10 percent or more of any class of slock In any | 

corporation? ■ j ■ • • v " • f l — ' Y° s 

H "Yes," you must submil the Information required by the * 
instructions for Schedule B. 


□ No 
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Exhibit 45 

990-A's Wot to be copied : 

Alumnis and endov/ment funds or trusts for schools, colleges, etc, 

B'nai B'rlth Hillel Foundations 
Community Centers 

D. A. R. 

Employee donation or contribution funds. 

Employee welfare funds. 

Health agencies: Arthritis and' Rheumatism Foundation Chapters 

National Fdn. (for Infantile Paralysis) Chapters 
Mental health associations or chapters 
Myasthenoa Gravis Fdn., Inc. 

Historical Societies 

Hospitals, clinics, homes for orphans, aged, etc. 

Kiwanis foundations, unless assets over $100,000 

Libraries 

Museums 

P. X. A. 

Power Squadrons 

Rotary foundations, unless assets over $100,000 

Scholarship funds - when limited to graduates or students of a particular 
community or for a particular school or college. 

Settlement houses 

Youth agencies: Scouts 

Y K C A - YWCA 

YHHA - Y W H A, ETC. 
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Exhibit 46 

If called Foundation - malce copy of 990-A even though it is a Fund raising 
Foundation - no copy of attachments. 

Always look on Statement of Nature of Activities to be sure if its Fund 
Raising. 

Under Expenses it might list if it is Fund Raising 
* Look for Contributions. 

The only time to make a copy covering letters is when signed by an individual 
who is an officer or trustee of Foundation. 

If printed form from Foundation is attached do not copy, but make note of it 
on Xerox copy. 

Always skip gain and loss report from sale of assets. Always line 8 and page 
1 of 990-A. 

Do not copy sheet with disbursements and income received. 

Do not copy depreciation schedule. 


Types to look for: 

Foundation, Fund, Trust, Corporation and sometimes Association, 
Societies, Chapters. 
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Exhibit 47 

U. S. TREASURY DEPARTMENT 

INTERNAL REVENUE SERVICE 


Gentlemen: 


The Internal Revenue Service is converting its records of organi- 
zations exempt under Sections 501(a) or 521 of the Internal Revenue 
Code so that the records can be maintained and processed on the Service's 
Automatic Data Processing (ADP) equipment . Processing on ADP will better 
eerve the needs of the Government, exempt organisations, and the general 
and '“l 1 faci l ltate the preparation of rosters and publications 
listing exempt organisations, such as the Cumulative List of Organisa- 
tions Contributions to Which Are Deductible (Publication 78) . 

Under the authority of Sections 6001 and 6033 of the Internal 
Revenue Code and regulations issued thereunder, each exempt organization 
is requested to complete the attached questionnaire and return it in the 
enclosed pre-addressed envelope within 15 days in order to facilitate 
this conversion. 

i m P o:r ' t ant to your organization that the questionnaire be filled 
in completely and accurately, and returned promptly. Please forward this 
^M^ 0Imai 5 e 1Imied:ia 't el } r to the person authorized to act for the organi- 
sation named on page 4, should this be necessary. Organizations which 
are no longer active or are not currently in an exempt status should so 
as provided in the general instructions below and return it in the 
enclosed envelope. Organizations not returning questionnaires will be 
presumed either inactive or no longer interested in maintaining their 
tax-exempt status . 


Sincerely yours. 




5k. 


Acting Commissioner 


GENERAL INSTRUCTIONS 


1. Complete this questionnaire promptly unless your orga- 
nization: 

a. Has previously submitted a completed copy of this 
questionnaire to the Internal Revenue Service. 

b. Has received a ruling or determination letter from the 
Service dated after June 30, 1964. 

2. If your organization is no longer active or no longer tax 


exempt, so indicate in item 1 of the questionnaire in lieu of 
the name and complete item 19 only. 

3- The specific instructions are numbered to correspond 
•with the questionnaire. Your answers should relate only to 
the organization to which this questionnaire is addressed. Use 
page 4 to provide explanatory information. Attach additional 
sheets if required. 

, Upon completion, detach and mail thp questionnaire in 
the enclosed pre-addressed envelope. 

FORM M-0284 PAGE J (B-6AJ 
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SPECIFIC INSTRUCTIONS 


(Please Read All Instructions Carefu 

1. Enter in item I the complete, unabbreviated name of your 
organization. Examples: American Legion Shaw-Paulin Post 
Number 241; First Baptist Church Missionary Society. 

2. If your organization has been issued an Employer Identi- 
fication Number, record it in item 2. If not, insert "None.** 

3. Enter in item 3 the exact address (include ZIP code) of 
your organization. Whenever possible, use an address ‘which 
will not change from year to year. If the address given.* is 
the business or home address of an individual, also include the 
name of such individual. Examples : 

c/o John Smith, Treasurer 
650 E. Main Street 225 Central Avenue 

EImville, Arkansas 66666 EImville, Arkansas 66666 

A. Enter in item 4 any name other than that shown in 
item 1 by which your organization is commonly known. Ex- 
ample: Veterans Victory Club. 

, 5. If your organization has received an individual ruling or 
determination letter from the Internal Revenue Service; check 
box 1 in item 5. If your organization is covered by a group 
ruling, check box 2. Enter the elate of the ruling or deter- 
mination letter, if known, in the space provided. If you do 
not know the basis of your organization’s exemption, or if 
the exemption is on some basis other than a ruling or determi- 
nation letter, check box 3 and explain on page 4. 

6. Enter in item 6 the subsection of the Internal Revenue 
Code under which your organization is exempt. 

7. Table 1 on page 2 is a classification of exempt organiza- 
tions arranged according to the exemption subsections of the 
Internal Revenue Code of 1954 and covers all of the 
specific purposes for which an exempt status is authorized. 
Select and circle the item or items that best describe your 
organization. Most organizations will select only .one item; 
however, select all which apply. Then enter in item 7 the 
Hue numbers of the selected items. Organizations with exemp- 
tions under earlier provisions of law should disregard the 
subsection numbers shown in Table 1 

8. Check the one box in item 8 which best describes the 
legal form of your organization. If your organization is not 
a corporation, a trust, a partnership, or a cooperative, check 
box 5. 

9. If your organization is a foundation, check box 1 or 2 as 
appropriate in item 9. A private foundation is one organized 
by an individual, a family, or a corporate or other business 
undertaking which is substantially supported by such parties. 


Before Completing Questionnaire) 

A public foundation is one supported primarily by contribu- 
tions from the general public or governmental bodies. If your 
organization is not a foundation, leave this item blank. 

10. If your organization was organized or formed in the 
United States, its possessions, or its territories, check box 1 
in item 10. Otherwise, check box 2. 

11. Table 2 on page 4 is a listing of major purposes, activi- 
ties, operations or types of exempt organizations. Circle any 
items listed in table 2 which describe the current major pur- 
poses, activities, operations or types of your organization, Circle 
as- many items as may apply. Then enter in item 11 the line 
numbers of the the selected items. 

12. Enter in item 12 the month in which your organiza- 
tion's accounting year ends. 

13. If yours is a central or parent organization of a 
national, regional, or geographic grouping of organizations, 
check box 1 in hem 13. If yours is an intermediate organiza- 
tion of a national, regional, or geographic grouping of 
organizations, such as the state headquarters of a national 
organization, check box 2. If yours is a local affiliate of a 
national, regional,, or geographic grouping of organizations, 
or an auxiliary which is a local affiliate of a national, regional, 
or geographic grouping of auxiliaries, check box 3. If yours 
is an independent organization or independent auxiliary (i.e., 
not affiliated with a national, regional, or geographic grouping 
of organizations), check box 4. 

14. If yours is a local or intermediate organization, give the 
full name and address of the central organization in item 14; 
if not leave this item blank. 

15. If yours is a central or intermediate organization, 
record the number of your local affiliates in item 15; if not, 
leave this item blank. 

16. Check the applicable boxes in item 1 6 - to Indicate the 
returns your organization has filed within the past three years. 

17. If your organization filed a group return within the 
past three years, enter the number of organizations included 
in your latest return in item 17. Otherwise leave this item 
blank. 

18. Enter in item 18 the city in which is located the Dis- 
trict Director’s office with which your organization filed its 
last return. If not required to file a return, enter the city of 
the District Director’s office in which is located your organiza- 
tion's principal place of business (or address) . 

19. Enter signature, title,' and date of signing in item 19. 


TABLE 1— CLASSIFICATION OF EXEMPT ORGANIZATIONS 


Line No. Classification 

010 Government instrumentality 

020 Title-holding corporation ___ 

030 Charitable organization 

031 Educational organization 

032 Literary organization 

033 Organization to prevent cruelty to animals 

034 Organization to prevent cruelty to chil- 
dren 

035 Organization for public safety testing 

036 Religious organization 

037 Scientific organization , 

040 Civic league 

041 Local association of employees 

042 Social welfare organization 

050 Agricultural organization 

051 Horticultural organization 

052 Labor organization 

060 Board of trade 

061 Business league 

062 Chamber of commerce 

063 Real-estate board 

070 Pleasure, recreational or social club 

080 Fraternal beneficiary society, order or 

association 


Code subsection 
501(c)(1) 
501(c)(2) 
501(c)(5) 
501(c)(3) 
501(c)(3) 
501(c)(3) 

501(c)(3) 

501(c)(3) 

501(c)(3) 

501(c)(3) 

501(c)(4) 

501(c)(4) 

501(c)(4) 

301(c)(5) 

501(c)(5) 

501(c)(5) 

501(c)(6) 

501(c)(6) 

501(c)(6) 

501(c)(6) 

501(c)(7) 

501(c) (a) 


Line No. Classification 

090 Voluntary employees’ beneficiary associa- 
tion (Nongovernment employees) 

100 Voluntary employees’ beneficiaiy associa- 
tion (Government employees) ____ 

1 10 Teachers’ retirement fund association 

120 Benevolent life insurance association 

121 Mutual ditch or irrigation company 

122 Mutual or cooperative telephone company 

123 Organization like those on lines 120, 

121 or 122 ____ 

130 Burial association 

13 1 Cemetery company 

140 Credit union 

14 L Other mutual corporation or association _ 
150 Mutual insurance company or association 

other than life or marine u 

160 Corporation financing crop operations 

170 Supplemental unemployment compensa- 
tion Crust or plan , 

180 Apostolic and religious organization 

190 ; Farmers’ cooperative 


Code subsection 
501(c)(9) 

501(c)(10) 

501(c)(ll) 

501(c)(12) 

501(c)(12) 

501(c)(12) 

501(0(12) 
501(0(13) 
501(0(13) 
501(c)(14) 
501(c) (14) 

501(c)(15) 

501(c)(16) 

501(c)(17) . 
501(d) 
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READ THE INSTRUCTIONS ON PAGE 2 BEFORE ANSWERING QUESTIONS 
(Use reverse side or attack additional sheets if aecessary] 


FOR lft» USE QNL.Y 


1. COMPLETE NAME OF TAX EXEMPT ORGANIZATION 

2. EMPLOYER IDENTIFI- 
CATION NUMBER 


3. ADDRESS (SWEEP, CITY, STAW AND ZIP CODE) 


4, OTHER NAMES BY WHICH ORGANIZATION IS KNOWN (USE AEYEBSE SIDE If NECE5SAIYI 

i 

8. BASIS FOR EXEMPTION 

i 1 INDIVIDUAL RULING I 1 r— 1 

1 J J O ^DETERMINATION 2 .j J GROUP RULING 3 | | OTHER 

DATE OF LETTER/RULING 


8. SUBSECTION OF CODE UNDER WHICH YOUR ORGANIZATION IS EXEMPT: 


7. CLASSIFICATION OF EXEMPT ORGANIZATIONS (ENTER UNE NUAWERS PROM TAKE l> 

( ). t J. ( >. ( ) 


8. FORM OF ORGANIZATION 

7 | j CORPORATION 2 Q TRUST 3 j | COOPERATIVE 4 [ | PARTNERflHIP B [ | ASSOCIATION 


9. TYPE OF FOUNDATION 

1 PRIVATE 2 [^] PUBLIC 


lO. PLACE OF FORMATION 

1 U.S. I1NCLUDING POSESSIONS & TERRITORIES) 2 FOREIGN COUNTRY 


1 J. MAJOR PURPOSES, ACTIVITIES OR OPERATIONS IENTER UNE NUMBERS PROM TABIE 2t 
( J. ( ). ( ). 1 > 


12. MONTH IN WHICH ACCOUNTING^ EAR ENOS: 


13. AFFILIATION 

1 CENTRAL 2 INTERMEDIATE 3 LOCAL 4 INDEPENDENT 


14. JP A LOCAL OR INTERMEDIATE. ENTER FULL NAME AND ADDRESS OF CENTRAL 


18. IF CENTRAL OR INTERMEDIATE. ENTER NUMBER OF LOCAL AFFILIATES: 


IS. ANNUAL RETURNS FILED 

1 | | SSO 2 9SO-A 3 j^J 890-C 4 990-P S [^] 990-T 

8 1088 7 NONE 


17. JF A GROUP RETURN WAS FILED. ENTER THE 

NUMBER OF ORGANIZATIONS INCLUDED IN LATEST GROUP RETURN: 


IB. CITY OP DISTRICT OFFICE: 


18. (SIGNATURE AN6 TITLE 

DATE 

U.6. TREASURY DEPARTMENT * INTERNAL REVENUE SERVICE M-02B4 PAGE a !«-■*> 
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TABLE 2— PURPOSES, ACTIVITIES, OPERATIONS OR TYPES OF EXEMPT ORGANIZATIONS 


Line No* Description 

01 Arts (Performing Arts, Fine Arts, 

etc.) 

02 Advertising 

03 Alumni Activities 

04 Association of Employees 

05 Association of Employers 

06 Athletics 

07 Book Store 

08 Business Promotion 

0? Cafeteria, Restaurant, Snack Bar, 
Food Services 

10 Camp 

1 1 Cemetery or Burial Association 

12 Civic Welfare 

13 Civil Liberties or Rights 

14 Clinic 

15 Commemorative Organization (Cen* 

tennial. Monument, etc.) 

16 Commodity Exchange 

17 Community Deterioration, Preven- 

tion of 

18 Community Fund 

19 Conservation (Natural Resources. 

Wildlife) 

20 Country Club 

21 Credit Reporting 

22 Educational Institution 

23 Educational (Other) 

24 Emergency 'or Disaster Aid Fund 

25 Employees, Welfare of 

26 Employment Assistance, Retraining, 

Apprentice or Vocational Train- 
ing, etc, 

27 Endowment Fund 


Line No. Description 

28 Exhibitions, Fairs, Trade Shows 

29 Farming 

30 Federal, State or Local Government 

Agency 

31 Financial Services 

32 Fraternity oc Sorority 

33 Fund Raising 

34 Garden Club 

35 Gifts to Charitable Organizations 

36 Gifts to Individuals 

37 Handicapped, Aid to 

38 Health Agency 

39 Historical Sites, Historical Records, 

Preservation of, etc. 

40 Hobby Club 

41 Hospital, Nursing Home, etc. 

42 Housing for Aged 

43 Housing (Other) 

44 Humanitarian Activities 

45 Indian (Tribe, Cultures, etc.) 

46 Industrial Development 

47 Insurance 

48 International Operations 

49 Juvenile Delinquency, Combating of 

50 Legislative Activities 

51 Library 
5 2 Loans 

53 Marketing Members' Products 

54 Medical Care 

55 Museum 

56 Nursery 

57 Parent or Parent-Teachers Associa- 

tion 

58 Patriotic Activities 


Line No. Description 

59 Pension, Profit-Sharing Trust, etc. 

60 Perpetual Care Fund 

61 Professional Advancement 

62 Public Safety 

63 Publishing, Radio, TV, etc. 

64 Real Estate Activities 

65 Recreation 

66 Religious Institution (Church, 

Synagogue, etc.) 

67 Religious (Other) 

68 Rental of Owned Property 

69 Research and Development 

70 Retirement Plan 

71 Royalties, Receipt of 

72 Scholarships 

73 Senior Citizens or Retirees 

74 Services to Members 

75 Sick or Death Benefits to Members 

76 Social Activities 

77 Sports Activities 

78 Student Activities 

79 Testing 

80 Thrift Shop, Retail Outlet, etc. 

81 TralTic or Tariff Bureau 

82 Unemployment Benefits 

83 Urban Renewal 

84 Vacation Plan 

85 Veterans Activities 

86 Volunteer Firemen’s Organization 

87 Voter Education 

88 World Peace, Promotion of 

89 YMCA, YMHA, etc. 

90 Youth Activities 


* US. GOVERNMENT PRINTING OFFICE; 1984 O - 188-872 


FORM M-0284 PAGE 4 (9-64) 
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Exhibit 48 

[From tie New York Times, Sept. 4, 1964] 

Misusing C.I.A. Monet 

Representative Wriglit Patman has disclosed that the Central Intel- 
ligence Agency is giving money to, and working through, at least one 
private foundation. And, if one, there must be others. 

The practice ought to stop. Its continuation permits the Commu- 
nists and the cynical everywhere to charge that American scholars, 
scientists and writers going abroad on grants from foundations are 
cover agents or spies for C.I.A. All scholars — especially those in- 
volved in East-West exchanges — will suffer if the integrity of their 
research is thus made suspect. What evidence can American pro- 
fessors or field workers present to prove they are not engaged in under- 
ground activities when it is known that the C.I.A. is using its money 
to subsidize existing foundations, or is creating fictitious ones? 

The use of Government intelligence funds to get foundations to 
underwrite institutions, organizations, magazines and newspapers 
abroad is a distortion of C.LA.’s mission on gathering and evaluating 
information. It means operating behind a mask to introduce gov- 
ernmental direction into cultural and scientific spheres where it does 
not belong — at least not in a democracy like ours. 

Foundations, for their part, have no business accepting such money. 
They will only end by destroying their reputations as private founda- 
tions. 


[From Pittsburgh Post Gazette & Sun Telegraph, Sept. 7, 1964] 

The Alms of CIA 

The usually invisible tentacles of the Central Intelligence Agency 
have now been found in the alms of a private foundation. This latest 
unmasking of the CIA, by Congressman Wright Patman of Texas, 
adds one more unsettling chapter to the story of questionable activi- 
ties by the spy agency. However necessary the gathering of foreign 
intelligence may be, the CIA’s intrusion into policy-making, its re- 
ported defiance of higher executive authority on occasion and its secret 
operations in the domestic field are enough to make citizens wary of 
its role in a democracy. 

According to Representative Patman, the CIA, from 1959 until 
sometime this year, used the J. M. Kaplan Fund of New York City 
as a “secret conduit” for channeling funds for an unknown purpose. 
Whatever the purpose was, the implications of this case are disturb- 
ing. Twice during the 1950’s district directors of the Internal Reve- 
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nue Service recommended that the tax exempt status of the Kaplan 
Fund be revoked. Then in 1960 a third director, after consultation 
with IKS headquarters in Washington, recommended that the exemp- 
tion remain in force. Although a spokesman for the IKS said the 
tax agency had “no arrangement” with the CIA, the IKS was ad- 
mittedly informed of the CIA’s interest in the Kaplan Fund. Mean- 
while, the IRS has still not made a final ruling on the Kaplan Fund’s 
tax status, and its investigation of the Fund is continuing. 

As chairman of a House Small Business Subcommittee which has 
been looking into foundation operations, Congressman Patman 
charged on Aug. 10 that the Kaplan Fund’s founder used the founda- 
tion to further his business empire. He said the Fund’s gross receipts 
from 1951 through 1963 totaled $19.3 million, while disbursements 
came to $6 million. This week Mr. Patman said the IRS investiga- 
tion may involve “millions of dollars in tax liabilities.” 

Without full information on this case, w T e have no way of judging 
the validity of the Kaplan Fund’s claim to tax exempt status. But 
we can hardly help wondering in the first place, why the CIA chose 
a foundation that was under investigation and, second, how the In- 
ternal Revenue Service could make an impartial finding on the Kaplan 
Fund when it knew that the Fund was being used by another govern- 
ment agency for unknown ob j ectives. More important is a still larger 
question raised by the Kaplan Fund revelation : How can citizens have 
confidence in the integrity and benevolence of foundations when they 
suddenly learn that a spy agency has been manipulating a foundation 
whose organization aims were stated to be “exclusively” charitable 
and designed “to strengthen democracy at home and abroad through 
a general program of assistance to benevolent, charitable, educational, 
scientific and literary activities, with some emphasis on intergroup 
relations”? 

Mr. Patman — who brought this story to light because he thought 
he had been “trifled with” by the CIA— now seems to be satisfied that 
his subcommittee need not pursue the CIA trail any farther in this 
case. The American people, however, cannot be blamed for feeling 
that they are being “trifled with” until they have a regular congres- 
sional watchdog committee to keep an eye on the CIA’s devious opera- 
tions in a more systematic way than is possible with a group such as 
Mr. Patman’s. 
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Exhibit 49 

[From Evansville (Ind.) Press, Sept. 1, 1964] 

It’s Tax Money-Public Has Eight To Expect Somebody Keep 

Tabs on CIA 

Congressman Wright Patman, in the course of his deep probe of 
tax-exempt foundations, has given the Central Intelligence Agency 
some embarrassment. 

The congressman turned up information, verified by the Internal 
Kevenue Service, .he CIA was giving money to the J. M. Kaplan 
Fund, a New York foundation. Or, as Mr. Patman put it, the Kaplan 
Fund was used “as a conduit for channeling CIA funds.” 

We don’t know the purpose of this indirect use of taxpayer money. 
And probably we don’t want to know. We are not anxious to uncover 
the legitimately secret operations of the CIA which of necessity must 
be hush-hush. 

But Mr. Patman was asking why the CIA was spending tax money 
with a foundation which has been under intensive investigation by 
both his congressional subcommittee and by the IES. 

When Mr. Patman first went to the CIA for an answer, he didn’t 
get it, he said. 

“I feel like I’ve been trifled with,” he said. _ _ 

Then, with the heat on, CIA officials met privately with Mr. Pat- 
man and apparently convinced him that the matter should not be 
aired publicly and was of no interest to the subcommittee’s investiga- 
tion. 

Two different directors of IES have recommended, that the Kaplan 
foundation’s tax-exempt status be revoked, and IES is still probing'. 

It does not necessarily follow that whatever service the Kaplan 
Fund provided the CIA was not worth whatever CIA paid it. But 
somebody (not us) should have known all along. 

Once again, we say Congress should set up a watchdog committee 
to keep tabs on CIA and all the other hush-hush agencies. The pub- 
lic doesn’t ask what they are doing, but the public has a right to 
believe that Congress knows what they are doing, and why. This 
type of system has worked very well with the Atomic Energy Com- 
mission, which is partly secret. It is even more important that there 
be a check on CIA and like agencies. _ . 

The more secret an agency, the more liberties it is likely to take — 
unless it is accountable to somebody who is accountable to the voters. 
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Exhibit 50 

Treasury Department, 

Assistant Secretary, 
Washington, July 17, 19(14- 

Gentlemen : The Treasury Department, in conjunction with its continuing 
study of the operation of the tax laws, is currently compiling statistics with 
respect to tax-exempt foundations. While some of the facts which are necessary 
to complete this study are available from the 1962 return filed by your orga- 
nization, there are certain items with respect to which we need more informa- 
tion. Accordingly, you are requested to complete each of the questions on the 
enclosed form and return one copy of the completed form within 30 days to the 
Office of Tax Analysis, Room 4040, Main Treasury Building, Washington, D.C., 
20220. 

It will be observed that some of this information is obtainable from the 
schedules required to be submitted as a part of your annual return. These 
schedules, however, are located around the country in the operating offices of 
the Internal Revenue Service and thus are not readily available for this tabula- 
tion. For the most part the data requested in this questionnaire were not pre- 
viously requested. 

This questionnaire is intended solely to obtain statistical information and does 
not constitute an audit of your organization's activities. It should be noted that 
the completion of this questionnaire does not excuse you from completing the form 
which you have received (or will shortly receive) from the Internal Revenue 
Service which is designed to obtain certain non-statistical information which 
will permit the compilation of a “master list” of exempt organizations. This 
master list will be placed upon magnetic tape and will be used with automatic 
data processing equipment to facilitate the administration of the provisions of 
the tax law dealing with exempt organizations. 

The replies to the questions asked on this questionnaire are requested under 
the authority of sections 6001 and 6033 of the Internal Revenue Code. 

Sincerely yours, 

Stanley S. Surrey. 

Bureau of Budget Approval 
No. 48-6403 
Expires Dec. 31, 1964. 

Tax-Exempt Foundation Survey 


Name 

Address . 

Officials, eto. 

1, List below the name and position of each official (officer, director, or trustee, 
etc.), whether or not compensated, of your organization at the end of the period 
covered by your 1962 Form 990- A. (Please list all officers 1 first, then directors, 
then trustees, etc. ) Use additional sheet if necessary. 

Investment 


Relationship 

Policy 

(see #2 below) 

(see i 
Yes(i 

:8 below) 

None Type 

No(2) 

— □ 

- □ 

□ 

□ 

- □ 

□ 

__ □ 

- □ 

□ 

... □ 

- □ 

□ 

... □ 

- □ 

□ 
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2. For each official listed, indicate by entering the appropriate letter in the 
column “Relationship — Type” which, if any, of the relationships listed below he 
bears to the creator of the organization or to a substantial contributor (any 
person who has contributed $1,000 or more to the organization). If none, check 
the column “Relationship — None.” 

( a ) He is the creator or a substantial contributor. 

(b) He is related by blood, marriage, or adoption to the creator or to a 
substantial contributor. 

(c) He is an employee of the creator or of a substantial contributor. 

(d) He is an attorney or accountant of the creator or substantial 
contributor. 

(e) He is an employee of a corporation owned (50 percent or more of vot- 
ing stock or 50 percent or more of the value of all stock), directly or indi- 
rectly, by the creator and/or substantial contributor. 

(f) He is an employee of a partnership or other unincorporated business 
venture in which the creator and/or substantial contributor owns 50 percent 
or more of the capital interests or profits interests. 

(g) He is a person who holds 20 percent or more of the voting stock or 20 
percent or more of the value of all stock in any corporation in which the 
creator and/or substantial contributor (and the wife and children of the 
creator and/or substantial contributor) holds 20 percent or more of the 
voting stock or 20 percent or more of the value of all stock. 

(h) He is a person who holds 20 percent or more of the capital interests 
or profits interests in any partnership or other unincorporated business ven- 
ture in which the creator or substantial contributor (and the wife and chil- 
dren of the creator or substantial contributor) holds 20 percent or more of 
the capital interests or profits interests. 

(i) He has another significant business relationship with the creator or a 
substantial contributor. 

(If the relationship (i) is indicated, please describe briefly on an attached 
sheet. Such other significant business relationship would, for example, exist 
where the official is an employee of a corporation or partnership in which the 
creator or substantial contributor owns 20 percent or more of the stock or capital 
or profits interests.) 

3. Indicate by checking “yes” or “no” in the “Investment Policy” column 
whether the individual official was authorized to participate in decisions relat- 
ing to the handling of investments of your organization, or decisions relating to 
the total amount of income, contributions, and corpus to be invested. 

Question 15 on Form 990-A asks whether or not your organization engaged in 
certain transactions with the creator of the organization, with a substantial 
contributor to the organization, or with certain parties related to either the crea- 
tor or a substantial contributor. The following question (4) asks about such 
transactions with officials of the organization and certain parties related to 
such officials and deals only with transactions that were not involved in question 
15 on Form 990-A. In answering this question do not take account of any trans- 
actions involving individuals who are both creators or contributors (or related to 
creators or contributors) and officials or related to officials. 

4. Transactions with Officers, etc : 

During the period covered by your 1962 Form 990-A, did — 

Any of the officials of your organization ; 

The brothers, sisters, spouses, ancestors, or lineal descendants of the 
officials ; 

Corporations owned (50 percent or more of voting stock or 50 percent 
or more of value of all stock), directly or indirectly, by the officials; or 


Approved For Release 2004/04/08 : CIA-RDP67B00446R000300020094-4 



Approved POtf^SHSS^ma^Omm SC fAuRDP em0G446RW0®0 ; O 0 2$#0§ 4-4 

Partnerships or other unincorporated business ventures in which the 
officials owned 50 percent or more of the capital interests or profits interests : 

(1) (2) 

Yes No 

(a) Borrow any part of your cash, securities, or □ □ 
other property? 

(b) Lend any cash, securities, or other property to you? □ □ 

(c) Have any part of your services or assets (other □ □ 

than compensation for personal services reported on 
Schedule A of your 1962 Form 990-A) made available to 

them? 

(d) Purchase any securities or other property from □ □ 

you? 

(e) Sell any securities or other property to you? □ □ 

(f ) Receive any of your cash, securities, or other prop- 
erty in other transactions? □ □ 

1 If the answer to any of the questions is “yes,” attach a detailed explanation. 

(Please mark this explanation “Scheduled.”) 

6. Contributions Received During the Period Covered by Form 990-A for 1962 : 

(a) Enter the amount of contributions received during the period $ 

i covered by your 1962 Form 990-A (line 17, page 1) . 

(b) Enter the amount of such contributions which were in the $ 

form of cash. 

(c) Enter the amount of such contributions which were in the $ 

form of stock in any corporation with respect to which, at the end 

of the period covered by your 1962 Form 990-A, your organization 
held 10 percent or more of any class or stock. 

6. Market Value of Assets at End of Period Covered by Form 990-A for 1962 : 

(Where no market quotations or detailed valuations are available to establish 

market value of assets, an approximation will be satisfactory.) 

(a) Total Assets $ 

(b) Corporate Stock $ 

7. Certain Stock: 

(a) During the period covered by your 1962 Form 990-A, did Yes (1) □ 
your organization hold 10 percent or more of any class of stock in 
any corporation? No (2) O 

If the answer is “yes,” answer question 8 on page 4. 

8. If you answered “yes" to question 7, on page 3, answer questions (a) 
through (e) for each corporation in which your organization held 10 percent 
or more of any class of stock during this period. If your organization held more 
than one class of stock in such corporation, answer questions (a) through (e) 
with respect to each class of stock in which your corporation held 10 percent 
or more. Note that questions (d) and (e) refer to holdings at the end of the 
period. If your organization held 10 percent or more during the period but 
reduced this percentage (even below 10 percent) by sales during the period, 
answer questions (d) and (e) with reference to the end-of-period holdings. (Use 
additional sheets if necessary.) 

(a) Name of corporation. (Abbreviate) 

* (b) Class of stock held (e.g. common, 6 

percent preferred, etc. ). 

(c) Did your organization sell, or other- 1. Yes □ 1. Yes □ 1. Yes □ 
wise dispose of, any of this stock during the 

period covered by your 1962 Form 990-A? 

'* (Answer “yes” or “no.”) 2. No d 2. No □ 2. No □ 
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(d) End of year holding — For 
the shares of this class held by 
your organization at the end of the 
period covered by your 1962 Form 
990-A give — 

(i) Book value. 

(ii) Market value. 

(iii) Approximate percen- 
tage of total voting power. 

(iv) Approximate percen- 
tage of total value of all classes 
of stock in the corporation. 

(v) The total annual cash 
dividend on shares held at the 
end of the period. 

(e) Give the approximate per- 
centage of the total value of stock 
in the corporation held at the end 
of the period covered by your 1962 
Form 990-A by the creator and sub- 
stantial contributors to your or- 
ganization and their brothers, sis- 
ters, spouses, ancestors, lineal des- 
cendants; corporations owned (50 
percent or more of voting stock or 
60 percent or more of the value of 
all stock), directly or indirectly, by 
such creator or substantial con- 
tributors ; and partnerships or 
other unincorporated business ven- 
tures in which the creator or sub- 
stantial contributor owns 60 per- 
cent or more of the capital inter- 
ests or profits interests. (If this 
information is unknown and not 
ascertainable, so indicate.) 
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Exhibit 51 

Recent Changes in Tax Foems Filed by Foundations 

FOEM 990— A (ANNUAL INFORMATION RETURN) 

Changes made on the 1962 form 

1. Increased disclosure to the public of information concerning foundation 
activities. Prior to the change in the 1962 Form 990-A, the “public” portion 
of the return did not contain certain items, such as transactions between the 
donor and his foundation, which were required to be submitted on the portion 
of the form used by the Internal Revenue Service for audit and other purposes. 
In addition, the “public” portion was only available in the district in which 
the foundation filed its return. Starting with the 1962 form, however, the in- 
formation which a foundation must supply on the “public” portion of its return 
includes all the information contained on the “non-public” portion except an 
itemized list of contributions which it receives. (Requiring the public dis- 
closure of this itemized list is believed to be inconsistent with the statute pro- 
viding for public disclosure of returns filed by exempt organizations.) In ad- 
dition, since 1962 foundations must submit two copies of the “public” portion 
of their Form 990-A’s. One copy is retained in the public disclosure files of the 
district in which the return is filed; the other is transmitted to Washington, 
D.O., where it is available for public inspection in the National Office of the In- 
ternal Revenue Service. 

2. A description of property, such as securities, received by foundations as 
gifts is required. The pre-1962 Form 990-A only required the organization to 
report the value of contributions it received, without indicating whether the 
gift was in cash or property. The instructions to the 1962 form were the first 
to require that where gifts to a foundation of $100 or more are in the form 
of property, the description of the property received must be provided on the 
separate schedule submitted to support the total contributions figure contained 
on the face of the return. (This schedule is not made public.) This should 
serve to “flag” gifts of property where it is likely that an inflated valuation 
may be claimed. Prior to 1962 the foundation was required to indicate persons 
from whom it received gifts of cash or property of $100 or more. This re- 
quirement is retained. 

3. Greater disclosure of gifts of income and principal made by the organiza- 
tion is required. Prior to 1962 an organization was only required to /supply 
a list of organizations and individuals to whom payments of income and corpus 
were made by the organization in furtherance of its exempt activities. However, 
the 1962 form was the first to require not only the list of distributees, but also 
the relationship (if any) of the distributees by blood, marriage, adoption, or 
employment (including children of employees) to any person or corporation 
having an interest in the foundation, such as the donor. 

4. Breakdown of expenses of distributing income and principal is reqired. 
Prior to 1962 the form required a breakdown (into compensation of officers, 
other salaries, interest, taxes, rent, depreciation, and miscellaneous expenses) 
of expenses incurred by the organization in (a) earning its Income, but did 
not require a breakdown of the expenses Incurred in (b) distributing current or 
accumulated income, (c) distributing principal, or (d) collecting contribu- 
tions. Starting in 1962 a breakdown of expenses incurred in (b), (c) and (d) 
was also required. The instructions in support of this breakdown allow the 
expenses such as salaries, interest, etc., to be allocated between (a), (b), (c) 
and (d) on “any reasonable basis”. 
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Changes made on the 19G3 form 

The major change in the 1963 Form 990-A was a requirement that the orga- 
nization list all of its directors, officers, trustees, etc., and indicate the rela- 
tionship of such officials by blood, marriage, adoption, or employment to the 
creator of the organizations, substantial contributors, and corporations con- 
trolled by such creator or contributor. This information was designed to aid 
in determining which foundations are in fact “donor controlled” and which 
are not. 

Our examination of some 1963 returns has indicated that this requirement, 
which was only included in the instructions, has apparently been overlooked 
m many cases. Therefore, the 1964 return will probably require the name of 
ca .„ the organization’s officials to be listed on the face of the return, along 
witn the relationship of such officials to the organization’s substantial donors, 
etc. The final decision on this will, however, turn on whether the results of 
® x ®' m J n Jtion of the Form 990-A’s and questionnaires currently being dis- 
tributed indicate that there is a sufficient correlation between “donor-eon- 
foundations and foundations which engage in undesirable practices to 
justify the use of the limited amount of space on the return for such a list. 
Additional changes 

In the course of our study of this area, including the study of the information 
which we will obtain from the questionnaires and the Form 990-A’s, we may dis- 
cover additional changes in the Form 990-A which would be helpful in admin- 
istering the provisions of the tax law dealing with exempt organizations. Such 
changes will be incorporated in the 1964 Form 990-A. 

FORM 1028 (APPUOATION FOR EXEMPT STATUS) 

Prior to 1963 the Service’s position was that unless an organization qualified 
as a public type organization” (an organization with a governing board com- 
pnsed of a cross section of persons in a community who represent the interests 
of the community and which derives substantial financial support from the public 
as opposed to a limited number of organizations or individuals), it was required 
to actively operate for a period of at least 12 months before filing an exemp- 
tion application. This position was based on the theory that the Service needed 
to examine at least one year of the organization’s actual operations before it con- 
sidered itself able to determine whether the organization could be ruled exempt. 

In December 1963 the Service announced that it would abandon the “12-months” 
requirement and would issue a ruling in advance of the organization’s opera- 
tions if the organization could describe in sufficient detail its proposed operations 
in a manner which would permit the Service to conclude whether the organization 
would be clearly exempt. Following the announcement of this change in position 
the form which an organization must submit to obtain a ruling as to its tax- 
exempt status (Form 1023) was revised so as to require the organization to indi- 
cate the activities in which it expected to engage in the future. The new applica- 
tion form is accompanied by an extensive instruction folder designed to clarify 
the type of information needed to supplement the application and should sub- 
stantially reduce the requests by the Service to an applying organization for addi- 
tional information which in the past has been needed to perfect the organization’s 
application. 
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Exhibit 52 

Board of Governors 
of tiie Federal Reserve System, 

Office, of the Chairman, 

,,, W ashing on. J cmuaru 17, 196 'JL 

Hon. Wright Patman, 

Chairman, Subcommittee F oun/lation Study , Select Committee on 
4 Small Business , US. House of Representatives, Washington, 

D»0. 

Hear Mr. Chairman : This is in response to your inquiry of No- 
\ v ember 12, 1963, concerning possible violation of the Federal banking 

lays administered by the Board or regulations issued thereunder, 
arising out of certain financial transactions between Mr. Serge Semen- 
enko, an officer and director of the First National Bank of Boston, 
ana the New ^ York-based Baird Foundations. These transactions 
are described in part 2 of a study of tax-exempt foundations and 
charitable trusts, published by your Subcommittee under date of 
October 16, 1963. 

On the basis of the facts set forth in the said study, it would appear 
that the failure of the Baird Foundations to report to the Board, 
through the Federal Reserve Bank of New York, transactions during 
fiscal year 1959 involving extensions of credit to Mr. Semenenko and 
others for the purpose of purchasing or carrying securities registered 
on a national securities exchange may have been a violation of the 
Board’s Regulation U. 

‘J a ) ancX X T( b ) oX tbe Securities Exchange Act of 1934 
(lo U.b.C. 78) authorize the Board to promulgate regulations for 
the purpose of preventing excessive use of credit for the purchase 
or carrying of securities. and to require reports from persons subject 
to such regulations. This statutory authority has been implemented 
in the Boards Regulation U (12 CFR 221) , and pursuant to published 
rule (12 CFR 221.51) the Board, in I960, required unregulated lenders 
(i.e., those other than banks and securities brokers or dealers) who 
m 0I ) December 15, 1959, were in the business of extending credit and 

who m the ordinary course of business extended credit for" the purpose 
, of purchasing or carrying securities registered on a national exchange 

to file, no later than May 15, 1960, a report of such transactions (on 
p FormF.R. 728) during the preceding fiscal year. 

From the data contained in your Subcommittee report, it would 
appear that during the period studied a significant part of the Baird 
I oundations’ activities involved extensions of credit, many of such 
transactions being for the purchase or carry of listed securities. 

413 
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Of course, what constitutes “being in the business” of extending 
credit is a factual determination, to oe made in light of all relevant 
circumstances. Since section 32(a) of the Securities Exchange Act 
of 1934 places responsibility for dealing with violations of the Act 
and regulations promulgated thereunder with the Securities and Ex- 
change Commission, determination of whether the Baird Foundations 
were, in fact, engaged in the business of extending credit would ulti- 
mately be a matter for that agency to decide. It appears, however, 
that such a conclusion would be warranted, and the failure of the 
Baird Foundations to file reports pursuant to 12 CFR 221.51 would, 
therefore, seem to constitute a violation of the Board’s Regulation U. 

The foregoing matter is being referred to the Securities and Ex- 
change Commission for evaluation and appropriate disposition. 

From the facts presented in your Subcommittee’s report the Board 
has concluded that, apart from the foregoing, the transactions in 
question do not appear to conflict with any statutory or regulatory 
provsions administered by the Board. 

Sincerely yours, 

Wm. MoC. Martin, Jr. 


t 
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Exhibit 53 

Preliminary Report and Status op Investigation Prepared by 
the Divisions op Trading & Markets and Corporation Fi- 
nance Re David G. Baird et al. por Subcommittee No. 1 of 
the Select Committee on Small Business of the House of 
Representatives 

( Submitted to the subcommittee under date of November 30, 1964) 

The staff is presently engaged in a comprehensive study and re- 
view of certain financial transactions of the Baird Foundations 
(Foundations) — Winfield Baird Foundation; David, Josephine & 
Winfield Baird Foundation, Inc.; and Lansing Foundation, Inc. 
This study was prompted by the findings of the second installment of 
the Patman Report which dealt at great length with the activities of 
these Foundations. 

Our work has gone through several stages. Initially we reviewed 
with great care the Patman Report and the Commission’s records 
which pertained to the Foundations’ transactions described in the re- 
port. In brief, we found that beginning in 1951 Baird and his Foun- 
dations engaged in activities which may have involved violations of the 
securities laws as more particularly set out below : 

(1) The Foundations bought and sold securities for their own 
accounts and for the accounts of others. Such purchases and 
sales may have been made without compliance with the broker- 
dealer requirements imposed by Section 15(a) of the Exchange 
Act; 

(2) The Foundations have extended credit to “customers” in 
the purchase of securities. Such extensions of credit may have 
violated the margin requirements as provided by Section 7 (c) (1) 
of the Exchange Act; 

(3) The Foundations have participated with issuers and con- 
trolling persons in the primary and secondary distribution of se- 
curities without registration under Section 5 of the Securities Act, 
which distributions may have been in violation thereof ; 

(4) The Foundations have participated with others in large 
acquisitions leading to the control of listed companies. These 
transactions may have been effected in violation of the disclosure 
requirements of Sections 10 (*b), 13 and 14 of the Exchange Act in 
connection with (a) stock purchases, (b) the filing of periodic 
reports and ( c) the use of proxy materials ; and 

(5) The Foundations may have acquired and disposed of listed 
securities without filing ownership reports as required by Section 
16(a) of the Exchange Act. 

415 
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Based on the above, on March 5, 1964, the Commission directed the 
staff to inquire into these matters and authorized the use of its subpoena 
power for such purposes. 

At the outset it became quite clear that in order to resolve the ques- 
tions raised by our preliminary analysis, it would be necessary that 
our investigation be quite comprehensive. This meant that there 
would have to be a detailed analysis of the Foundations’ books and 
records and a very extensive field investigation. This requires sub- 
poenaing a vast amount of records and interviewing many witnesses 
from all parts of the United States. 

At the beginning of our investigation Mr. David G. Baird was 
subpoenaed to testify and produce certain of his own records and those 
of the Foimdations. Mr. Baird’s initial testimony proved rather in- 
conclusive and it is anticipated that he will be recalled to further 
testify. 

To obtain the background and a clear understanding of the many 
complicated transactions we were concerned with, it was necessary 
to examine and analyze the financial records of the Foimdations for 
a number of past years extending back to the early 1950’s. The 
dimensions of this work can be somewhat understood by the number 
of transactions involved. Since 1951 the Winfield Baird Foundation 
alone has had securities transactions with over 200 different persons 
and corporations and over 40 broker-dealer firms. In addition, the 
Foundation has purchased securities directly from over 40 issuers. 
In 1956 alone the Winfield Baird Foundation had transactions in over 
130 different securities totaling $21,711,221 in purchases and $11,581,- 
699 in sales. In 1954 through 1963 the same Foundation purchased 
$87,877,472 worth of securities, and sales during this period were 
$86,000,299. 

We have analyzed most of the more significant securities trans- 
actions of the Foundations. An important objective of this work is to 
segregate and identify (a) wash donations (inter-fund and individual 
donors) ; (b) amoirnt of ordinary income disguised as capital gains 
(profit-sharing arrangements) ; (c) securities owned by the Founda- 
tions from securities carried for the accounts of others (capital gains 
versus loans) ; and (d) details of bank borrowing (margin require- 
ments). 

We believe that this information will be particularly helpful in 
determining whether the Foundations have been conducting directly 
ox; indirectly a securities business es defined in our statutes. Because 
of the complexity of the transactions, certain inaccuracies in the rec- 
ords and in some instances their incompleteness, this work of necessity 
is quite time consuming. 

We also have given consideration to certain recent transactions of 
the Foundations. We understand that under an arrangement with 
the Internal Revenue Service the Foundations are to wind up their 
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affairs by December 1965. It appears that during the latter part of 
1963 the Foundations transferred certain of their securities to the 
Maxwell Fund, Inc., a newly formed profit corporation organized 
by Baird and wholly owned by the Foundations. 1 Maxwell Fund 
officials said the purpose of the transfer is to assist the Foundations 
in disposing of their securities holdings which do not have a ready 
market and which in all likelihood could not be liquidated without 
substantial losses by December 1965. Our examination, however, indi- 
cates that many of the securities transferred from the Foundations to 
Maxwell Fund appear to have a ready market and that some have 
already been sold, although the proceeds have not been remitted to 
the Foundations. 2 It also appears that the Maxwell Fund has been 
buying and selling securities for its own account and for the accounts 
of othersi and has been generally engaging in, although on a smaller 
scale, the same kinds of activities as the Foundations. 

In carrying out our field work we havo been adhering to a strict 
f.imft schedule. To date over 40 witnesses have been questioned, some 
informally and others on the record. Witnesses already have been 
seen in New York, New York; Philadelphia, Pennsylvania; Boston, 
Massachusetts; Cleveland, Ohio; Chicago, Illinois; Los Angeles, 
California; and Houston, Texas, and more remain to be questioned. 

Our present schedule contemplates completion of our field work by 
the end of December 1964. Thus should we be able to complete our 
entire investigation by that time, we anticipate a report could be made 
to the Commission sometime in early 1965. 


i The records of the Foundations at this time do not show the transfers of those securi- 
ties and Maxwell Fund's records indicate that it gave no consideration for them. 

a A Maxwell Fund spokesman explained that no proceeds received from the sale of these 
securities will he remitted until Maxwell Fund had wound up its business. 
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Exhibit 54 

Information Submitted to the Subcommittee by the Baird Foun- 
dations Regarding Their Transfer of Assets to the Maxwell 
Fund, Inc. 

The Maxwell Fund, Inc., 67 Broad St., New York City, is an in- 
vestment company, organized on October 7, 1963, in the state of New 
York. 

The officers and directors of Maxwell Fund, Inc., are as follows: 
David G. Baird, President ; Norman H. Raskin, Vice President; Wm. 
D. Brome, Vice President ; Louis Morowitz, Secretary -Treasurer. All 
are employees of Baird & Company, 67 Broad St., New York City. 

On January 2, 1964, 100 shares of common stock of Maxwell Fund. 
Inc., were issued. 

From inception to December 7, 1964, the David, Josephine & Win- 
field Baird Foundation has owned 11 shares (11 percent) of the stock, 
with carrying value and market value as follows : 

Carrying value January 2, 1964 Carrying value December 7, 1964 
$332,980.03 $296,967.11 

Market value January 2, 1964 Market value December 7. 1904 
$381,011.00 $362,304.75 

. From inception to December 7, 1964, the Winfield Baird Founda- 
tion has owned 89 shares (89 percent) of the common stock, with 
carrying value and market value as follows : 

Carrying value January 2, 1964 Carrying value December 7. 1964 
, $2,684,159.21 $2,394,642.97 

Market value January 2, 1964 Market value December 7. 1964 
$2,872,235.38 $2,850,465.73 

The assets transferred to the Maxwell Fund, Inc. (January 2, 1964) 
by the two Baird F oundations are shown below. Certain information, 
respecting the transfer of assets, has not as yet been submitted to the 
feubcomrruttee by tlie Baird Foundations, i.e. — gross sales pricer ex- 
pense of sale ; and seller’s gain or loss. 
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